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EXPORT  PROMOTION  FOR  THE  PRODUCT  OF 
DEFENSE  CONVERSION  AND  DIVERSIFICA- 
TION 


THURSDAY,  AUGUST  5,  1993 

House  of  Representatives, 
Committee  on  Foreign  Affairs, 

Subcommittee  on  Economic  Policy, 

Trade  and  Environment, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  10:10  a.m.  in  room 
2172,  Raybum  House  Office  Building,  Hon.  Sam  Gejdenson  (chair- 
man of  the  subcommittee)  presiding. 

Mr.  Gejdenson.  This  is  the  second  of  the  subcommittee  hearings 
on  export  promotion.  The  United  States  lacks  an  overall  strategy 
for  export  promotion.  Secretary  Brown  who  inherited  a  tangle  of 
export  promotion  programs,  can  attest  to  that.  This  week  our  sub- 
committee has  tried  to  sort  out  the  export  promotion  potential  of 
two  key  sectors:  the  environment  and  the  products  of  defense  diver- 
sification. 

As  our  private  sector  witnesses  will  testify  today,  market  devel- 
opment is  an  essential  component  of  successful  exporting.  We  can 
provide  grant  money  to  develop  the  products  of  defense  conversion 
and  diversification,  but  if  we  can't  provide  our  exporters  with  the 
help  they  need  to  sell  those  items  abroad,  we  will  have  severely  im- 
paired their  ability  to  compete.  Job  security  is  the  number  one 
issue  for  most  Americans  and  exports  create  jobs. 

Indeed,  the  stakes  are  very  high.  The  Second  District  of  Con- 
necticut depends  heavily  on  the  Department  of  Defense  to  retain 
jobs  and  provide  it  with  a  solid  standard  of  living.  Unfortunately, 
my  district,  like  many  of  the  districts  represented  by  the  members 
of  this  subcommittee,  is  feeling  the  painfiil  effects  of  defense 
downsizing.  Defense  diversification  doesn't  just  mean  the  survival 
of  a  small  business  or  even  a  large  corporation;  it  can  make  the  dif- 
ference as  to  whether  the  community  survives  itself. 

Export  promotion  is  a  topic  we  have  worked  on  in  this  committee 
for  many  years.  I  chaired  this  committee's  participation  in  the  con- 
ference which  resulted  in  the  export  enhancement  act,  which  legis- 
latively established  the  Trade  Promotion  Coordinating  Committee. 
The  TPCC,  which  is  chaired  by  Secretary  Brown,  has  the  respon- 
sibility of  creating  a  strategic  plan  for  all  Federal  export  promotion 
programs.  I  look  forward  to  receiving  that  plan  on  September  30. 

During  this  hearing  I  will  be  seeking  a  commitment  from  the  ad- 
ministration to  make  the  export  promotion  of  products  of  defense 
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diversification  a  trade  priority.  In  addition,  I  will  be  seeking  a  per- 
sonal commitment  from  you,  Mr.  Secretary,  to  simplify  the  export 
promotion  information  process  for  the  exporters  of  these  products. 
I  have  focused  on  this  subject  matter  for  quite  some  time.  With  all 
of  my  staff,  all  of  the  resources  at  my  disposal  and  all  of  my  con- 
tacts, I  am  still  sorting  through  programs  that  may  or  may  not 
offer  exporters  assistance  in  exporting  diversified  products,  let 
alone  the  tangled  mess  the  small  and  medium-sized  exporter  has 
to  go  through. 

We  must  make  this  process  simpler  and  more  efficient  for  export- 
ers. It  is  still  difficult  for  me  to  get  the  kind  of  information  when 
companies  come  to  my  office  and  tell  us  they  have  a  particular 
product.  Where  in  the  world  is  that  product  competitive?  Where 
can  they  export?  What  countries  are  importing  that  product?  That 
is  information  that  is  still  difficult  to  get. 

None  of  us  should  forget  that  the  color  TV  was  invented  in  the 
United  States  of  America.  We  are  no  longer  the  number  one  pro- 
ducer of  televisions.  The  VCR  was  also  invented  on  American  soil, 
and  we  actually  sold  that  technology  so  another  country  could 
produce  VCR's.  I  see  in  my  district,  time  and  time  again,  tech- 
nologies developed  in  the  United  States  which  take  foreign  part- 
ners. In  the  final  analysis,  that  technology  moves  offshore. 

These  are  just  some  of  the  problems  we  face.  I  have  great  con- 
fidence in  your  ability  to  take  this  Department  and  put  it  in  the 
dominant  position  it  ought  to  be  in,  coordinating  the  multitude  of 
programs  that  are  supposed  to  be  out  there  to  help  exporters.  As 
Chairman  of  this  committee,  when  I  call  various  parts  of  the  Com- 
merce Department,  we  get  a  pretty  good  response — even  in  the  pre- 
vious administration;  but  when  it  comes  down  to  actually  providing 
a  coordinated  service — there  are  grants  at  DOD,  guidance  in  Com- 
merce, guarantees  elsewhere,  but  to  put  it  all  together,  to  have 
somebody  take  that  small  or  medium-sized  businessman  or  woman 
and  walk  them  through  the  system,  that  does  not  exist. 

It  is  a  great  thrill  to  have  you  here  today.  If  you  might  wait  2 
or  3  seconds,  I  am  sure  Congressman  Roth,  who  has  been  a  partner 
with  us  throughout  this,  would  like  to  make  his  brief  opening  state- 
ment and  would  like  to  hear  all  of  yours,  if  you  could  hold  up  a 
bit. 

His  staff  assures  me  he  will  do  it  afterwards.  Please  proceed. 

Secretary  Brown. 

[The  prepared  statement  of  Mr.  Gejdenson  appears  in  the  appen- 
dix.] 

STATEMENT  OF  SECRETARY  RONALD  H.  BROWN, 
DEPARTMENT  OF  COMMERCE 

Secretary  Brown.  I  am,  of  course,  pleased  to  appear  before  you 
today  to  offer  my  views  on  export  promotion  activities  which  can 
assist  defense-dependent  firms.  Let  me  applaud  you,  Mr.  Chair- 
man, for  your  extraordinary  leadership  in  this  field.  No  one  in  the 
Congress  has  given  more  time  and  attention  to  issues  of  defense 
conversion  than  you  have.  You  are  to  be  commended  for  that  lead- 
ership. 

With  the  transition  to  the  post-cold  war  economy  in  full  swing, 
I  believe  that  we  must  find  better  ways  to  help  firms  and  commu- 


nities  adjust  to  these  new  economic  realities.  One  critical  piece  of 
the  defense  conversion  puzzle  is  helping  firms  find  export  markets. 
This  hearing  is  very  timely.  It  is  one  that  enables  us  to  address 
and  assess  our  progress  in  drawing  together  the  diverse  elements 
of  government  to  assist  in  this  crucial  and  often  painful  transition. 

It  is  terribly  important  that  we  move  to  specific  examples  and 
not  just  talk  in  general  terms.  Before  I  do  that,  I  would  like  to  give 
you  an  overview  of  how  I  see  the  situation  and  try  to  be  responsive 
to  the  concerns  that  you  raised  about  coordination  at  the  Federal 
Government  level. 

It  is  also,  obviously,  a  real  pleasure  to  appear  before  a  committee 
on  which  Congressman  Roth  sits.  I  know  of  the  work  you  have 
done  together  on  these  important  issues. 

Last  year,  then  candidate  Bill  Clinton  highlighted  the  need  to 
fundamentally  change  our  economy  and  the  direction  of  our  coun- 
try if  we  hoped  to  continue  to  lead  in  the  future  global  market- 
place, he  continually  drove  home  the  point  and  the  proposition  that 
our  competitive  edge,  our  access  to  markets,  our  renewed  attention 
to  exports,  our  focus  on  the  high-performance  workplace  must  all 
be  sharpened. 

To  do  this,  he  offered  a  strategy  of  public  and  private  investment 
to  reverse  the  stagnation  of  the  past  decade  and  to  make  possible 
an  era  of  long-term  growth,  high-wage  job  creation,  and  a  rising 
standard  of  living  for  all  the  American  people. 

Now,  with  the  most  effective  deficit  reduction  strategy  in  our  his- 
tory, with  a  comprehensive  and  aggressive  technology  policy,  and 
witn  emphasis  on  exporting  and  economic  security.  President  Clin- 
ton is  guiding  us  into  this  new  economic  age.  Pragmatism  and 
adaptability  must  be  our  overriding  principles  as  we  enter  this  new 
era. 

Things  are  simply  changing  too  fast  for  us  to  cling  to  the  rigid 
structures  of  the  past.  This  is  especially  critical  in  defense  conver- 
sion, where  the  cutbacks  in  defense  spending  are  causing  struc- 
tural changes  to  the  economies  in  many  defense-dependent  areas  of 
our  Nation. 

Mr.  Chairman,  Mr.  Roth,  the  Department  of  Commerce  is  seek- 
ing to  respond  to  these  changes  with  new  and  creative  approaches. 
We  are  doing  so  in  three  basic  ways:  first,  through  a  coherent  fo- 
cused strategy  for  export  growth;  second,  through  major  new  efforts 
to  commercialize  civilian  technology  as  a  means  of  economic 
growth;  and  third,  through  commimity  economic  development  ac- 
tivities. 

Mr.  Chairman,  the  Department  of  Commerce  is  absolutely  com- 
mitted to  dramatically  improving  the  way  in  which  the  Federal 
Government  promotes  exports  of  defense  conversion  products.  In 
fact,  as  you  know,  I  am  currently  leading  an  interagency  effort  to 
reform  tne  Federal  Government's  export  promotion  activities.  The 
Trade  Promotion  Coordinating  Committee,  which  you  and  others 
played  such  a  critical  role  in  codifying,  Mr.  Chairman,  is  developing 
a  long-term  strategic  plan  for  export  promotion  for  the  Federal 
Government. 

As  you  know,  the  TPCC  is  represented  by — there  are  representa- 
tives of  19  different  Federal  Government  agencies.  So  that  means 
there  are  at  least  19  Federal  Government  agencies  that  think  they 


are  doing  something  about  export  promotion.  It  is  our  job  to  try  to 
pull  all  of  that  together.  We  will  be  reporting,  as  you  noted,  Mr. 
Chairman,  to  the  Congress  by  September  30  on  the  results  of  our 
work. 

Although  the  TPCC  deliberations  are  still  ongoing,  please  allow 
me  to  provide  a  preview  of  the  issues  we  are  confronting  in  forming 
Federal  export  promotion.  The  preliminary  recommendations  fall 
into  five  basic  categories. 

First,  we  believe  we  must  streamline  programs.  The  Federal 
Government  must  carefully  define  client  groups,  the  needs  of  those 
groups,  and  focus  particular  agencies  on  serving  them.  This  will 
eliminate  overlap  and  duplication  of  Federal  Government  services 
and  bring  a  customer  service  focus  to  all  of  our  efforts  as  well. 

Second,  we  must  leverage  resources  more  effectively.  We  must 
use  the  resources  of  the  private  sector  and  of  State  and  local  gov- 
ernments to  expand  and  improve  service. 

Third,  we  must  allocate  resources  more  rationally  than  we  are 
presently.  Simply  put.  Federal  resources  must  be  spent  so  that  we 
can  get  the  biggest  bang  for  the  buck.  This  means  we  must  care- 
fully evaluate  which  programs  do  the  most  to  advance  our  goals  of 
expanded  exports  and  increased  export-related  jobs.  Resources 
should  then  flow  to  those  programs  which  maximize  results  and 
away  from  those  which  do  not  have  the  same  impact. 

Fourth,  Mr,  Chairman,  we  must  remove  or  reduce  unnecessary 
government-imposed  obstacles  to  exporters.  Export  controls  are  one 
prime  example.  While  there  are,  of  course,  legitimate  national  secu- 
rity and  foreign  policy  objectives  including  nonproliferation,  those 
are  being  met  by  our  svstem  of  export  controls.  The  current  system, 
however,  is  so  unwielay  and  so  bureaucratic  that  it  is  a  major  im- 
pediment to  doing  business  and  to  exporting  products. 

Without  any  prejudgment,  Mr.  Chairman,  and  members  of  the 
committee,  I  expect  to  receive  recommendations  to  make  processing 
of  licensing  more  timely,  more  transparent,  and  more  consistent — 
recommendations  to  minimize  duplication  and  delay  and  to  provide 
for  prompt  resolution  of  disputes.  I  also  expect  TPCC  recommenda- 
tions will  reduce  the  need  to  reliberalize  controls  on  exports. 

I  look  forward  to  working  with  you  and  members  of  this  commit- 
tee on  those  matters. 

Finally,  Mr.  Chairman,  we  must  measure  performance.  We  must 
develop  quantitative  performance  measures  to  guide  our  decisions 
in  export  promotion  and  use  them  to  refine  and  evaluate  our  pro- 
grams. The  strategic  plan  being  created  by  the  TPCC  will  signifi- 
cantly improve  the  Federal  Government's  ability  to  assist  those 
firms  and  workers  affected  by  defense  cutbacks. 

For  example,  the  increased  emphasis  on  highly  specialized  busi- 
ness consulting  through  the  creation  of  one-stop  shops  and  the  de- 
velopment of  private  sector  counseling  networks  will  mean  many 
more  firms  will  receive  the  help  they  need  to  enter  new  markets. 

We  believe  information  on  technology  is  one  of  the  keys  to  com- 
petitiveness. Export  opportunities  only  translate  into  jobs  at  home 
if  the  opportunities  are  converted  into  sales. 

We  in  America  have  been  geniuses  in  the  past  at  creating  Nobel 
Prize  winners,  but  not  terribly  bright  at  commercializing  the  re- 
sults of  those  Nobel  Prize  winners  and  transferring  technology  and 


creating  profits  and  jobs  from  those  new  technologies.  We  have  to 
get  those  sales  that  businesses  need,  to  make  sure  that  advanced 
manufacturing  technologies  and  processes  are  in  place  to  make 
quality,  cost-competitive  products. 

Commercializing  civilian  technology  as  a  vehicle  for  job  creation 
and  economic  growth  is  the  second  major  thrust  of  our  efforts  in 
defense  conversion. 

Our  Manufacturing  Extension  Partnership  to  be  operated  by  the 
Commerce  Department's  National  Institute  of  Standards  and  Tech- 
nology will  play  an  important  role  in  enabling  small  and  medium- 
sizea  companies  to  become  more  competitive  internationally 
through  technological  advancement.  It  seeks  to  mobihze  existing 
sources  of  manufacturing  technology,  advance  manufacturing  prac- 
tices and  business  assistance,  linking  them  to  State  and  local  as- 
sistance providers  and  the  U.S.  manufacturers  via  nationwide  net- 
works. 

This  program  builds  on  the  foundation  of  tested  approaches  de- 
veloped by  our  Manufacturing  Technology  Centers  and  State  Tech- 
nology Extension  Programs  at  the  National  Institute  of  Standards 
and  Technology. 

The  plan  also  includes  Manufacturing  Outreach  Centers  which, 
while  smaller  in  scale,  will  be  more  numerous,  serving  regions  with 
lower  concentrations  of  manufacturers. 

Seven  Manufacturing  Technology  Centers  are  now  in  existence, 
with  over  6,000  firms  participating  in  Manufacturing  Technology 
Center  activities.  Hundreds  of  small  and  medium-sized  companies 
have  benefited  from  in-depth  assessments  of  their  manufacturing 
and  business  operations,  and  thousands  more  have  participated  in 
workshops  and  seminars.  Many  collaborations  have  resulted  in  the 
licensing  of  Federal  technologies,  the  designing  of  new  processes 
and  the  introduction  of  new  products  into  the  marketplace. 

Results  of  a  2-year  pilot  survey  of  client  firms  in  Ohio  and  New 
York  shows  that  these  MTC  client  firms  increased  their  exports  by 
over  148  percent;  and  as  we  all  know,  the  growth  in  exports  could 
be  the  key  to  the  growth  in  our  economy.  For  every  increase  of  $1 
billion  in  exports,  we  create  a  minimum  of  20,000  new  jobs  for  the 
American  people. 

President  Clinton  has  already  proposed  a  Technology  Reinvest- 
ment Project.  That  is  part  of  the  national  defense  conversion  effort. 
TRP's  mission  is  to  stimulate  the  transition  of  an  integrated  indus- 
trial capability  which  provides  the  most  advanced  and  affordable 
military  and  dual-use  system  and  the  most  competitive  commercial 
products. 

The  TRP  development  activities  of  our  defense  conversion  effort 
are  based  on  the  strengths  of  NIST's  Manufacturing  Technology 
Centers  program  and  are  structured  to  be  consistent  with  NIST's 
Manufacturing  Extension  Partnership.  We  are  working  closely  with 
the  Defense  Department's  Applied  Research  Proiects  Agency, 
ARPA,  and  with  the  technology  laboratories — NASA's  technology 
centers  and  research  centers  throughout  the  government  on  this 
far-reaching  effort. 

The  Manufacturing  Extension  Center's  provider  portion  of  the 
TRP  will  receive  $87  million  under  the  plan.  NIST  estimates  that 
awards  will  be  given  to  5  entities  similar  to  the  Manufacturing 


Technology  Centers  now  in  existence  and  25  to  30  entities  similar 
to  the  Manufacturing  Outreach  Centers. 

A  substantial  number  of  State  Technology  Extension  Programs 
will  also  be  funded  through  these  efforts. 

In  addition  to  the  NIST  Technology  Reinvestment  Programs, 
Commerce  has  other  resources  addressing  defense  conversion  is- 
sues and  its  community  impact. 

Adjustment  programs  of  the  Economic  Development  Administra- 
tion will  help  our  communities  build  bridges  between  a  defense-ori- 
ented past  and  a  future  of  sustained  economic  growth.  EDA  will 
have  an  expanded  role  in  the  area  of  defense  adjustment,  especially 
in  areas  hit  hardest  by  the  closing  of  military  installations  or  the 
loss  of  military  contracts. 

EDA's  approach  to  help  impacted  communities  is  increasinglv  ag- 
gressive. Those  that  meet  the  economic  dislocation  threshold  cri- 
teria— essentially  a  comparison  of  the  job  loss  attributable  to  the 
closing  measured  against  the  size  and  relative  strength  of  the 
area's  employment  base — that  criteria,  when  met,  will  cause  those 
who  meet  it  to  be  eligible  for  Federal  assistance.  In  cooperation 
with  the  Department  of  Defense  Office  of  Economic  Assistance,  re- 
sponses to  defense  closings  are  being  accelerated. 

Due  to  the  need  for  additional  funds  for  economic  adjustment  ac- 
tivities, the  Congress  previously  appropriated  additional  funds  for 
use  under  EDA's  Title  IX  adjustment  program  specifically  for  de- 
fense adjustment  assistance.  Fifty  million  dollars  was  transferred 
from  the  DOD  to  EDA  in  February  of  1992  and  another  $80  million 
in  March  of  this  year. 

As  of  this  date,  EDA  has  invited  64  applications  for  over  $89  mil- 
lion and  approved  27  of  them,  amounting  to  $35.3  million  in 
gprants.  The  President  also  requested  $33  million  specifically  for 
these  purposes  in  fiscal  year  1994. 

In  addition  to  our  long-term  commitment  to  defense  conversion 
programs,  we  are  also  committed  to  providing  immediate  assist- 
ance to  U.S.  industry.  In  fact,  the  Bureau  of  Export  Administration 
has  just  implemented  a  new  pilot  project  in  California  to  assist  the 
defense  sector.  This  project  has  been — this  project  is  important  be- 
cause it  works  in  areas  affected  disproportionately  by  military 
downsizing.  Defense  companies  in  California  and  elsewhere  are  fac- 
ing significant  competitive  challenges  in  overseas  markets.  Com- 
merce assistance  to  defense  exporters  through  export  promotion 
and  foreign  market  assessments  will  be  an  important  part  of  this 
pilot  project. 

The  project  also  incorporates  the  expertise  of  other  Federal  agen- 
cies, including  the  Department  of  State,  and  provides  fast-track  ex- 
port licensing  support  to  defense-related  companies.  Our  export 
promotion  and  counseling  programs  at  the  International  Trade  Ad- 
ministration and  BXA  are  the  most  direct  way  the  Department  can 
assist  businesses  to  meet  the  challenges  of  diversification  through 
export  growth. 

I  can  assure  you,  Mr.  Chairman  and  members  of  the  committee, 
that  I  intend  to  continue  my  activities  as  an  aggressive  advocate 
for  American  business  and  industry  abroad.  Export  promotion  and 
the  growth  of  exports  is  vital  to  our  long-term  economic  strength. 


The  Trade  Promotion  Coordinating  Committee  report  in  September 
will  underscore  that  fact. 

In  a  larger  sense,  other  Commerce  programs,  particularly  the 
NIST  Manufacturing  Technology  Centers  program,  also  play  an  in- 
tegral part  in  promoting  U.S.  exports.  These  programs  clearly  help 
our  businesses  hone  their  competitive  edge.  While  the  adjustment 
process  will  be  difficult  for  businesses,  for  workers,  and  for  commu- 
nities alike,  we  will  make  sure  that  we  are  doing  everjdhing  that 
we  possibly  can  to  assist  and  expedite  this  transition. 

I  thank  you  very  much,  Mr.  Chairman  and  Mr.  Roth. 

[The  prepared  statement  of  Mr.  Brown  appears  in  the  appendix.] 

Mr.  Gejdenson.  Thank  you.  Mr.  Roth. 

Mr.  Roth.  Mr.  Chairman,  I  just  have  an  opening  statement.  Be- 
cause of  the  importance  of  our  witness,  I  would  like  to  introduce 
it  into  the  record  and  go  right  to  the  questions. 

Mr.  Gejdenson.  Without  objection. 

[The  prepared  statement  of  Mr.  Roth  appears  in  the  appendix.] 

Mr.  Gejdenson.  Mr.  Roth. 

Mr.  Roth.  Thank  you. 

Mr.  Secretary,  this  is  no  false  political  flattery.  I  want  you  to 
know  I  think,  next  to  the  President,  your  position  is  the  most  im- 
portant in  our  Government.  As  you  pointed  out  in  your  testimony, 
all  new  jobs — 80  percent  of  new  job  growth  comes  in  the  area  of 
exports.  We  especially  on  this  committee  would  like  to  work  with 
you  when  it  comes  to  the  Export  Administration  Act  which  is  up 
before  us. 

Can  you  give  us  some  idea  of — the  chairman  and  myself  have 
worked  a  good  deal  on  this.  I  worked  on  this  in  other  administra- 
tions. There  is  no  substitute  to  having  the  Secretary  of  Commerce 
see  to  it,  working  right  along  with  you. 

When  do  you  think  your  particular  proposal  will  be  before  us? 

Secretary  Brown.  We  plan  to  have  it  ready  in  time  for  the  con- 
gressional deadline  of  September  30.  We  are  working  on  it  now.  I 
have  put  a  good  deal  of  personal  time  and  effort  into  the  work  of 
the  Trade  Promotion  Coordinating  Committee.  We  think  we  have 
made  good  and  important  progress. 

As  you  know,  these  are  difficult  issues  we  are  dealing  with.  At 
the  subgroup  or  deputies  level,  members  of  the  Trade  Promotion 
Coordinating  Committee  met  every  single  day  for  3  hours  for  a 
month  in  dealing  with  these  issues.  We  think  we  are  on  track.  I 
think  you  will  be  pleased  with  the  progress  we  are  making,  particu- 
larly on  export  control  issues,  which  I  know  are  of  gn*eat  concern 
to  you. 

I  have  said  in  other  forums  of  this  kind  that  I  believe  now  that 
the  cold  war  is  over,  we  have  to  change  the  way  we  think.  We  have 
to  make  sure  that  unnecessary  obstacles  to  exports  are  removed. 
Frankly,  since  I  believe  we  have  now  concluded  that  our  national 
security  is  very  much  dependent  on  our  economic  security,  the  eco- 
nomic seat  at  that  table  that  makes  those  decisions  needs  to  be  a 
bigger  seat  than  it  has  been  before. 

We  have  been  urging  that  within  the  councils  of  the  administra- 
tion, and  I  believe  that  the  committee  will  be  pleased  with  the 
progress  that  we  make  in  that  regard. 


8 

Mr.  Roth.  Well,  it  sounds  very  encouraging.  You  know,  in  the 
past,  we  have  always  been  able  to  work  together  with  business, 
labor  in  this  particular  area.  Our  biggest  impediment  has  been 
with  the  bureaucracy,  getting  these  agencies  to  work  together.  That 
is  why  I  think  it  is  so  important  for  you  to  recognize  that.  I  am 
sure  you  do. 

When  it  comes  to  trade,  I  like  your  idea  about  thinking  anew.  I 
don't  think  you  used  the  word  "paradigm,"  but  basically  what  is 
that  it  amounts  to.  It  is  hard  for  a  person  like  yourself;  you  are  not 
insulated.  I  realize  that  it  is  hard  sometimes  to  get — ^you  know,  I 
think,  the  frank  talk  to  you. 

What  is  going  to  happen  with  NAFTA?  When  I  sit  around  the 
cloakroom — let's  be  brutally  frank  for  a  second.  When  I  sit  around 
the  cloakroom,  I  hear  a  lot  of  different  opinions  expressed.  An  area 
I  represent  is  big  in  exports,  along  the  Great  Lakes,  as  you  know. 

Labor  and  Mr.  Perot  have  added  to  the  impact.  I  would  like  you 
to  see  some  of  the  letters  I  have  been  getting  lately.  How  do  you 
see  that  unfolding? 

Secretary  Brown.  I  expect  us  to  prevail  on  NAFTA.  I  would  hope 
and  expect  that  the  Congress  would  ratify  it. 

The  President's  position  has  been  consistent  since  he  was  a  can- 
didate. As  you  know,  he  supported  fast-track.  He  said  that  he  sup- 
ported NAFTA  with  appropriate  supplemental  agreements  on 
workers'  rights,  the  environment,  and  the  potential  for  sectoral 
surges.  He  has  stuck  with  that  position  and  continues  to  be  a 
strong  advocate  for  ratification. 

It  is  clear  to  us  that  NAFTA  is  not  just  good  for  Canada  and 
Mexico,  it  is  good  for  America.  It  will  create  jobs  here  at  home.  I 
think  there  has  been  a  lot  of  misinformation  and  a  lot  of 
disinformation  about  NAFTA. 

The  fact  is  that  Mexico  is  an  extraordinary  export  marketplace 
for  us,  that  NAFTA  will  increase  our  competitiveness  in  that  mar- 
ketplace. As  we  take  tariff  barriers  down  to  zero,  it  is  only  Canada 
and  the  United  States  that  will  benefit  from  that  reduction.  Those 
in  Europe  and  Asia  who  are  trying  to  export  into  Mexico  will  not 
have  that  benefit. 

In  addition,  we  believe  that  there  will  be  a  lessening  of  the  wage 
gap  between  Mexican  and  American  wages.  So  this  talk  about  ex- 
porting jobs,  I  think,  is  badly  misstated. 

Many  of  the  manufacturers  which  chose  to  relocate  to  Mexico  in 
the  past  did  so  because  it  was  the  only  way  that  they  could  com- 
pete in  that  growing  export  marketplace  and  avoid  those  tariff  bar- 
riers. When  the  tariff  barriers  go  down  to  zero,  there  is  no  longer 
any  incentive  to  do  that.  You  keep  it  at  home,  you  sell  products  in 
Mexico. 

I  might  say,  listening  to  the  earlier  debate  on  NAFTA  is  surreal 
at  best.  You  hear  the  opponents  of  NAFTA  giving  an  iteration  of 
every  terrible  thing  that  has  happened  in  our  economy  over  the 
past  decade  and  attribute  that  to  a  treaty  that  has  not  even  been 
ratified  yet.  It  really  doesn't  make  common  sense. 

In  fact,  NAFTA  will  eliminate  many  of  the  incentives  that  cause 
some  job  flight  to  Mexico. 


A  long  Einswer  to  an  important  and  tough  question,  but  the  ad- 
ministration is  committed  to  pursuing  this  course  and  to  working 
with  Congress  to  assure  ratification  of  the  agreement. 

Mr.  Roth.  Well,  I  thank  you,  Mr.  Secretary.  I  think  it  is  a  good 
answer.  I  think  if  all  of  us  do  our  part,  then  I  agree  with  your  con- 
clusion that  we  will  prevail. 

On  September  17,  a  conference  which  you  have  been  kind  enough 
to  agree  to  attend,  we  are  going  to  have  some  thousand  business 
people  and  executives  and  CEO's  in  Appleton,  Wisconsin.  I  am  also 
going  to  bring  the  Mexican  ambassador  to  this  conference,  precisely 
so,  I  think,  the  people  can  get  the  facts,  as  you  say;  and  the  infor- 
mation that  is  out  there  today  is  bordering  on  the  surreal.  Possibly 
by  telling  people  the  benefits  of  this  agreement,  we  will  be  able  to 
get  public  opinion  on  our  side. 

Secretary  Brown.  Mr.  Roth,  I  know  you  invited  me  there.  I  will 
do  everything  I  can  to  be  there.  You  informed  me  today  I  have  ac- 
cepted already.  I  am  very  much  aware  of  the  good  work  you  have 
done  with  exporters  and  will  certainly  do  my  best  to  be  present. 

Mr.  Roth.  Thank  you,  Mr.  Secretary. 

Mr.  Gejdenson.  Let  me  ask  a  couple  of  questions  here  on  the 
list.  One  of  the  witnesses  that  will  be  coming  up,  Gary  Bennett,  of 
Analysis  &  Technology  of  Connecticut  is  the  president  of  a  com- 
pany that  has  done  an  outstanding  job  of  diversifying  from  its  de- 
fense base.  We  have  a  number  of  these  success  stories  in  eastern 
Connecticut.  But  the  problems  they  face  really  do  reach  across  the 
various  agencies  and  departments. 

The  need  for  coordination  will  become  more  and  more  important 
because  these  are  the  front-end  technologies  where  the  United 
States  is  most  competitive.  These  are  industries  where  we  can  com- 
pete internationally,  but  the  companies  need  some  adjusting. 

As  defense  companies,  they  are  used,  frankly,  to  interim  pay- 
ments. They  have  not  had  the  traditional  marketing  that  compa- 
nies that  have  not  just  dealt  with  the  government  have;  and  so  ev- 
erything from  their  cash  supply — their  credit  availability  is  critical, 
but  it  is  not  just  critical  in  the  sense  of  trying  to  help  one  de- 
pressed area  or  one  depressed  industry.  This  is  a  technology  level 
where  we  are  competitive  internationally. 

What  you  said  in  your  opening  statement,  what  I  made  reference 
to  in  mine — and  Congressman  Roth — is  we  don't  want  to  have  more 
VCR's  out  there.  We  don't  want  technology  developed  here  that 
ends  up  being  marketed  overseas. 

I  can  give  you  examples  in  my  St^  where  large  corporations, 
strapped  for  cash,  have  brought  in  Japanese  and  other  partners. 
When  you  look  at  the  fuel  cells,  Pratt  &  Whitney,  United  Tech- 
nologies, they  brought  in  the  Japanese  for  that  because  they  are 
cash  strapped.  The  commercial  market  in  jet  engines  is  dying.  The 
defense  market  has  gone  back. 

Are  you  going  to  be  able  to  go  in  and  get  the  coordination  that 
is  necessary  with  the  authority  you  have?  Is  that  your  sense?  Will 
you  be  able  to  get  the  Defense  Department  grants  coordinated  with 
export  enhancement  programs  in  your  area? 

Secretary  Brown.  Time  will  tell,  Mr.  Chairman,  but  that  is  my 
expectation.  I  think  we  have  been  moving  well  through  the  TPCC 
process  and  have  had  good  cooperation  from  the  other  agencies.  I 
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have  been  pleased  with  the  progress  we  have  made.  As  you  know — 
and  you  have  worked  with  me  in  the  past  on  other  issues — I  have 
taken  a  very  aggressive  approach  because  I  realize  that  coordina- 
tion is  essential.  It  has  not  taken  place  very  well  in  the  past. 

I  think,  as  always,  the  proof  is  in  the  pudding.  I  think  the  work 
that  we  do  in  the  TPCC  process,  the  report  we  issue,  the  support 
that  that  report  gets  in  the  Congress  will  help  us  to  consolidate  our 
efforts  to  do  a  better  job  of  coordination. 

Mr.  Gejdenson.  I  think  in  this — in  the  Congress,  you  have  got- 
ten the  highest  respect  of  members  that  have  worked  with  you; 
they  are  confident  of  your  ability.  The  internecine  warfare  going  on 
between  various  departments  is  a  tough  struggle.  I  don't  mean  to 
reduce  in  value  the  assessed  ability  of  any  of  wie  other  cabinet  Sec- 
retaries. Frankly,  as  much  respect  as  I  have  for  you,  I  wouldn't  ask 
you  to  lead  our  military  efforts  in  Bosnia  or  if  we  had  to  go  back 
to  Iraq.  I  don't  think  Les  Aspin  ought  to  be  doing  export  develop- 
ment because  his  department  is  not  designed,  suited,  or  bred  to  do 
that  kind  of  work. 

It  is  not  that  the  others  are  not  any  good.  It  is  not  their  focus. 

It  will  be  terribly  important  for  you  to  be  a  tenacious  fighter  to 
make  sure  you  and  your  agency  stays  in  the  forefront. 

Am  I  correct  in  the  assessment  that  you  see  this  as  one  of  the 
priority  areas  the  Department  has  to  look  at,  defense  conversion, 
as  something  that  is  critical  for  you  to  be  involved  in? 

Secretary  Brown.  That  is  absolutely  correct,  Mr.  Chairman.  We 
see  export  promotion  as  our  priority.  Certainly  as  it  affects  defense 
conversion,  as  it  affects  defense-related  industries  and  products.  It 
clearly  is  a  part  of  that  priority. 

Mr.  Gejdenson.  We  had  yesterday  David  Driver  from  Connecti- 
cut who  works  at  a  government  corporation  that  provides  capital 
to  startup  ideas.  It  does  risk  capital.  It  is  very  risky.  It  doesn't  al- 
ways hit.  The  States'  benefit  in  the  final  analysis  is,  they  take  eco- 
nomic activities  that  might  not  have  occurred  and  a  percentage  of 
those  make  it  and  that  helps  the  economy  and  helps  the  State  of 
Connecticut  in  that  sense. 

In  this  national  strategy,  it  seems  to  me  the  Commerce  Depart- 
ment, with  people  at  the  very  top  levels,  needs  to  lead  trade  delega- 
tions across  the  globe.  In  developing  the  targeted  information,  if  we 
ever  get  the  CIMS  system  working,  which  I  am  hopeful  we  will, 
what  I  found  in  one  trip — we  took  14  companies,  18  divisions,  to 
Taiwan  with  just  the  resources  of  a  congressional  office  and  of  the 
American  Institute  in  Taiwan;  and  it  was,  I  think,  the  feeling  of 
all  the  participants  that  we  had  access  to  individuals  who  made  de- 
cisions in  Taiwan  and  that  they  would  have  never  gotten  it  had  it 
been  an  official,  you  know,  kind  of  party;  that  a  Member  of  Con- 
gress was  there,  that  we  had  the  president  of  the  company  to  every 
department  and  cabinet  head  meeting  with  us  when  we  needed 
regulations,  worked  on  for  suppliers  for  nuclear  power  plants  or 
other  areas,  for  the  area  of  the  gas  turbine.  We  at  least  got  the  dia- 
logue started. 

Are  you  going  to  be  able  to  do  that  or  get  your  top  people  to  pick 
defense  conversion  kinds  of  issues  and  other  export  programs  and 
lead  those  delegations? 
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I  remember  the  one  story — once  there  was  a  cartoon  or  some- 
thing in  the  Post  about  de  Gaulle,  and  the  Japanese  Foreign  Min- 
ister came  to  visit  him;  and  de  Gaulle,  after  the  gentleman  left, 
kind  of  dismissed  him,  asking  in  the  terms  of  the  day,  who  was 
that  transistor  salesman.  Well,  I  would  hope  more  of  our  people  at 
both  State  and  Commerce  become  transistor  salesmen  or  at  least 
the  transistors  of  today. 

Secretary  Brown.  We  see  our  principal  role  as  being  salesmen, 
being  marketers,  being  advocates  for  American  business  and  indus- 
try. That  would  certainly  include  leading  trade  missions.  I  would 
not  just  delegate  to  others  in  the  Department.  I  intend  to  lead 
many  of  those  myself. 

But  it  also  means  the  kinds  of  things  we  have  tried  to  emphasize 
in  the  last  several  months.  For  example,  when  we  know  that  there 
are  major  foreign  procurements,  decisions  on  those  procurements 
about  to  be  made,  we  want  to  make  sure  those  making  the  deci- 
sions know  that  the  U.S.  Government  stands  with  American  busi- 
ness and  industry. 

Therefore,  just  a  couple  of  months  ago,  I  took  a  trip  to  Saudi  Ara- 
bia to  meet  with  the  King  and  other  officials  of  that  government 
to  emphasize  the  importance  which  our  Government  attached  to 
the  decision  that  was  about  to  be  made  on  $10  billion  worth  of  pro- 
curements of  aircraft  and  telecommunications  technology. 

We  intend  to  do  that  all  over  the  world.  I  believe,  Mr.  Chairman, 
members  of  the  committee,  that  will  have  a  great  impact,  just  as 
will  the  trade  mission  approach. 

I  might  also  indicate  that  we  are  trying  to  move  into  the  last  dec- 
ade of  this  century  ourselves  with  our  computer  information  man- 
agement system,  which  we  are  getting  in  place  everyplace  that  we 
can  as  quickly  as  we  can.  It  is  in  place  now  in  94  international 
sites.  We  expect  to  install  the  system  in  a  total  of  121  posts  by  the 
end  of  1993.  That  will  leave  only  11  to  be  installed  early  in  fiscal 
year  1994. 

We  think  both  with  the  personal  intervention  and  advocacy  and 
with  the  use  of  technology,  we  can  make  a  real  difference  in  ex- 
ports. 

Mr.  Gejdenson.  Thank  you.  Mr.  Manzullo. 

Mr.  Manzullo.  Thank  you,  Mr.  Chairman.^ 

Mr.  Secretary,  I  appreciate  your  zeal  and  love  for  high  tech- 
nology, as  I  witnessed  you  behind  the  wheel  of  the  Viper  auto- 
mobile at  the  auto  show.  I  was  in  line  and  simply  didn't  have  the 
opportunity  to  share  the  lust  for  speed  with  which  you  were  enjoy- 
ing yourself  that  particular  afternoon. 

I  nave  a  couple  of  questions.  My  area  is  similar  to  Mr.  Roth's, 
One  of  my  counties  has  over  900  manufacturing  facilities.  A  city  of 
175,000  is  responsible  for  one-half  of  Illinois'  manufactured  exports. 
I  share  with  you  the  fact  the  real  growth  that  will  take  place  in 
this  Nation  is  via  exports.  I  have  a  couple  of  questions  on  that 
issue  because  we  have  several  industries  involved  in  defense  which 
are  making  the  conversion  to  civilian  use. 

I  wonder  if  you  could  outline  your  legislative  solution  toward 
clarifying  the  commodity  control  lists  of  those  companies  shifting 


^The  prepared  statement  of  Mr.  Manzullo  appears  in  the  appendix. 
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from  producing  defense  products  to  civilian  goods.  Can  they  export 
dual-use  items  without  undo  hassle  of  the  government? 

Secretary  Brown.  That  is  something  that  I  think  you  know  is 
under  review  by  the  administration  now,  as  all  of  our  export  con- 
trol activities  are.  I  am  sure  we  are  going  to  complete  that  review 
in  relatively  short  order — certainly  by  this  fall — and  come  forward 
to  the  Congress  with  some  recommendations. 

You  are  absolutely  correct  in  identifying  it  as  a  very  important 
matter,  one  that  needs  to  be  reviewed  as  the  global  situation  has 
changed  significantly. 

Many  of  the  things  we  do  are  outmoded  and  unnecessary  in  this 
new  international  climate  in  which  we  live.  I  can  assure  you,  a  se- 
rious review  is  ongoing. 

Mr.  Manzullo.  I  have  a  follow-up  to  that.  Would  you  suggest  the 
government  simply  define  a  military  good  under  the  munitions  list 
and  free  up  every  other  good  for  export  under  the  commodity  con- 
trol list  except  those  countries,  of  course,  listed  as  terrorist  states? 

Secretary  Brown.  As  I  indicated,  the  administration  has  under 
review  the  range  of— full  range  of  export  control  issues,  including 
the  jurisdictional  overlap  between  the  State  Department  and  the 
Commerce  control  list.  We  hope  to  be  able  to  discuss  this  issue  fur- 
ther in  the  fall. 

Mr.  Manzullo.  I  appreciate  that.  See  you  at  the  next  Viper 
show. 

Secretary  Brown.  I  look  forward  to  that. 

Mr.  Gejdenson.  Ms.  Cantwell. 

Ms.  Cantwell.  Thank  you,  Mr.  Chairman.  Mr.  Secretary,  sorry 
I  wasn't  here  for  your  opening  statement.  I  don't  know  if  you  made 
statements  about  coming  to  Seattle  that  I  missed,  but  we  would  ap- 
preciate any  consideration  there. 

I  was  very  interested  to  read  in  your  testimony  both  about  the 
streamlining  of  the  administrative  process  and  the  liberalization  on 
controls.  Those  are  two  issues  that  very  much  impact  some  of  the 
businesses  in  my  district  in  having  two  major  employers,  both  Boe- 
ing and  Microsoft,  that  have  over  60  percent  of  their  sales  in  ex- 
ports. We  clearly  see  the  benefit  in  the  Northwest. 

My  question  comes  in  the  development  of  these  programs.  Just 
being  here  a  short  time,  it  is  almost  as  if  we  want  to  line  up  all 
these  people  right  here  at  the  table  with  you  and  have  you  in  the 
middle  and  have  this  pact  made  right  before  us.  As  we  start  deal- 
ing with  individual  problems,  our  companies  are  getting  bounced 
around  from  agency  to  agency,  and  it  is  very  frustrating. 

So  perhaps  you  could  just  continue  to  reassure  us  that  your 
proactive  position  on  that  is  really  going  to  bring  about  a  stream- 
fined  process. 

I  guess  my  real  question,  though,  comes  in — I  think  the  larger 
corporations  have  the  tools  and  the  mechanisms  by  which  to  both 
have  the  wherewithal  to  understand  the  markets  and  to  become  ex- 
porters; and  clearly  have  the  people  that  can  find  out  about  the 
programs  that  we  are  participating  in.  It  is  the  smaller  organiza- 
tions or  some  of  these  defense-conversion,  smaller  companies  that 
are  spinoff's  that,  first  of  all,  do  not  have  access  to  this  information, 
do  not  know  what  we  are  doing;  and  I  worry  that  our  programs  are 
never  going  to  reach  scale,  that  they  will  never  know  about  the  ex- 
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port  programs.  And  the  way  we  have  them  designed,  on  the  match- 
ing Hmits  on  capital,  sometimes  are  prohibitive  to  those  smaller  or- 
ganizations participating. 

So  any  thoughts  you  have  on  how  we  get  over  those  two 
hurdles 

Secretary  Brown.  First,  Congresswoman  Cantwell,  let  me  con- 
gratulate you  on  the  extraordinary  catch  you  made  in  left  field  the 
other  day  in  the  baseball  game,  which  I  saw  on  rerun  about  three 
times  on  television.  I  was  more  impressed  every  time  I  saw  it. 

Let  me  also  say  that  I  share  your  concern  about  the  way  the 
present  system  is  working,  and  assure  you  that  we  are  goin^  to 
continue  to  take  an  aggressive  posture  in  pulling  these  various 
agencies  together  so  that  we  do  not  have  people  having  to  run  from 
agency  to  agency  finding  out  what  to  do,  when  they  can  do  it,  and 
how  tney  can  do  it.  I  think  the  work  of  the  Trade  Promotion  Co- 
ordinating Committee  will  be  a  giant  step  toward  that  goal. 

On  the  issue  of  travel  to  Seattle,  as  I  have  indicated  to  you  be- 
fore, I  am  very  anxious  to  do  that.  I  was  with  the  CEO  of  Boeing 
last  week.  I  have  been  spending  a  lot  of  time  with  them,  as  you 
know,  trying  to  promote  some  of  their  overseas  sales. 

I  would  like  to  come  out  to  Boeing  and  to  Microsoft  and  also  to 
our  NOAA  facilities  in  the  Seattle  area,  and  look  forward  to  being 
able  to  do  that  within  the  next  couple  of  months. 

I  want  to  assure  you,  we  share  the  concerns  you  have  about  this 
whole  variety  of  issues  involved  with  export  promotion.  The  Fed- 
eral Government  has  not  been  doing  the  kind  of  job  that  it  should 
do.  I  particularly  share  those  concerns  about  how  it  affects  small 
and  medium-sized  businesses.  The  focus  has  generally  been  on  big 
business  in  the  United  States. 

Although  the  Fortune  500  companies  have  a  tremendous  impact 
on  our  economy,  they  employ  only  11  percent  of  the  private  sector 
work  force  in  America.  Small  businesses  employ  over  60  percent  of 
the  private  sector  work  force  in  America. 

In  addition,  a  lot  of  big  companies  are  scaling  down  or 
downsizing.  The  real  growth  opportunity  certainly  in  terms  of  em- 
ployment IS  with  small  and  medium-sized  companies;  that  is  our 
area  of  emphasis.  It  is  one  of  the  reasons  we  have  given  so  much 
attention  to  the  Manufacturing  Technology  Center  concept,  so  that 
we  can  transfer  technology,  not  onlv  hign  technology,  but  all  tech- 
nology, to  these  companies  to  make  them  more  productive  and 
more  competitive,  to  encourage  them  to  get  into  the  export  market- 
place. Our  activities  are  really  going  to  be  focused  on  and  with 
them. 

Ms.  Cantwell.  Just  a  follow-up  question  on  that.  In  reaching 
scale  with  those  smaller  companies,  getting  them  to  understand  the 
opportunities  of  the  programs,  do  you  think  we  ought  to  consider 
maybe  a  broader  policy,  some  sort  of  financial  incentive  that  would 
then  automatically  put  out  the  word  to  businesses  that  our  goal  is 
export  promotion? 

Some  of  our  State  and  Federal  programs  are  almost  in  holding 
training  programs  that  we  only  get  maybe  300  businesses  to  par- 
ticipate in.  Wouldn't  it  be  broader — better  to  do  a  broader  policy 
that  would  create  an  incentive  for  all  businesses  to  become  export- 
ers? 
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Secretary  Brown.  I  think  that  that  is  a  very  good  idea  and  it  is 
one  of  those  we  are  looking  at.  As  you  know,  one  of  the  big  prob- 
lems for  a  small  firm  generally,  whether  talking  about  exporting  or 
not,  is  capital.  We  have  to  figure  out  ways  to  cause  our  system  to 
work  more  effectively,  whether  it  is  the  Small  Business  Adminis- 
tration or  the  Eximbank,  both  of  which  are  participating  in  our 
TPCC  process.  So  the  financing  aspects  of  exports  are  getting  a 
high  priority  from  this  endeavor. 

Ms.  Cantwell.  We  look  forward  to  your  great  efforts  in  working 
with  DOD  and  State  in  pulling  them  together. 

Thank  you,  Mr.  Chairman. 

Mr.  Gejdenson.  Thank  you. 

Mr.  Secretary,  I  have  just  a  couple  more  questions.  One  is,  I  hope 
we  all  get  at  this  point,  that  it  is  somebody  else's  problems.  It  is 
the  previous  administration's  problems.  Six  months  fi-om  now  it  is 
going  to  be  at  your  doorstep.  I  hope  you  take  some  of  this  time  to 
review  a  number  of  things  we  are  aoing,  including  the  computer 
system.  I  am  not  plugging  for  my  local  company  here,  but — ^you 
know,  not  just  my  guys  but  other  people — to  come  take  a  look  at 
how  CIMS  is  being  set  up,  what  the  final  product  is  looking  like. 

I  had  this  guy  from  A&T  come  by  and  see  my  system;  he  gave 
us  good  ideas.  You  may  not  be  able  to  shut  it  all  down  and  start 
over  again,  but  there  may  be  changes  that  make  it  more  user 
friendly  and  some  long-term  planning  that  may  make  sense. 

I  think  you  can  even  squeeze  them  to  do  it  for  nothing  the  first 
time.  You  got  the  chairman  of  the  board — he  just  gave  a  thumbs 
up  to  that. 

I  really  think  if  you  look  at  the  menu-driven  systems  that  are  out 
there  today  for  other  programs,  from  the  kind  of  easy  consumer 
programs  like  Prodigy,  which  has  an  incredible  amount  of  informa- 
tion available  to  consumers  through  various  menus  to  the  House 
Information  System  I  use  when  I  am  back  home,  pulling  up  what 
is  on  the  floor,  what  my  E-mail  is,  what  my  schedule  is,  what  is 
on  the  AP  newswire  makes  an  incredible  amount  of  difference  in 
the  efficiency  under  which  I  operate.  Knowing  my  problems  in  my 
district,  or  Rosa  deLauro's  district. 

My  brother  one  day  told  me  he  heard  there  was  a  fire  in  Chester 
or  Cheshire.  I  said,  if  it  is  in  Cheshire  we  have  problems;  if  it  is 
in  Chester,  I  am  going  to  the  beach. 

I  pulled  that  up  on  the  computer  and  got  that  information.  For 
manufacturers  to  be  able  to  access  that  information  as  far  as  prod- 
ucts is  critical.  It  is  a  function  of  two  things.  One  is  the  computer 
system  itself. 

I  am  not  sure  how  well  this  one  works.  I  have  never  used  it  suc- 
cessfully, frankly,  to  date  with  companies — not  that  I  know  of  any- 
way. 

The  other  thing  is  the  information  that  goes  into  it.  I  am  not 
sure  we  are  taking  the  time  to  get  it — my  understanding  is  at  this 
stage  we  get  information  of  what  we  already  sell  to  that  country 
because  generally  the  other  information  is  not  made  public.  What 
I  think  we  need  to  do  is  put  resources  into  trying  to  find  out  what 
the  country  imports  across  the  board,  from  everywhere  in  the 
globe,  and  then  figure  out  what  of  those  items  can  be  competitively 
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sold  from  the  United  States  when  you  factor  in  transportation, 
manufacturine,  raw  materials,  and  other  issues. 

Then  I  think,  as  you  indicated,  in  the  place  where  we  have  al- 
ready started  to  do  some  hand-holding,  the  increase  in  exports  will 
be  phenomenal. 

I  know  the  challenge  of  small  companies  getting  into  exports  is 
significant.  The  first  company  I  worked  for  out  of  college  in  its  first 
export,  the  entire  company  was  tied  in  knots  as  we  were  shipping 
the  product  to  a  foreign,  distant  land.  The  foreign  distant  land  was 
Toronto,  Canada.  After  that  one,  the  rest  were  as  easy  as  shipping 
across  the  street.  Companies  are  intimidated  by  that  process.  They 
desperately  need  your  nelp. 

As  I  know  we  will  continue  this  dialogue,  I  am  looking  forward 
to  helping  from  our  perspective.  You  have  a  great  staff  there,  and 
added  excellent  people  we  have  worked  with  lor  years;  we  look  for- 
ward to  a  continuing  positive  relationship. 

We  thank  you  again. 

Secretary  Brown.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Gejdenson.  Thank  you.  See  you  tomorrow. 

The  next  panel  witnesses  are  Joel  Marsh,  Director  of  Govern- 
ment Acquisition  Policy,  United  Technologies;  Gary  Bennett,  Presi- 
dent and  Chief  Executive  Officer,  Analysis  &  Technology — make 
sure  you  ^ve  your  card  to  the  Secretary;  Sal  Ronchetti,  Vice  Presi- 
dent and  General  Manager,  ELDEC  Corporation. 

STATEMENT  OF  JOEL  W.  MARSH,  DIRECTOR,  GOVERNMENT 
ACQUISITION  POLICY,  UNITED  TECHNOLOGIES,  ACCOM- 
PANIED BY  TERRY  HOYE  AND  JAY  FRANKEL,  TURBOPOWER 
AND  MARINE  SYSTEMS,  PRATT  &  WHITNEY,  HENRY 
DeRONCK,  INTERNATIONAL  FUEL  CELLS  CORPORATION, 
AND  JIM  LEMON,  EXPORT  MANAGER 

Mr.  Marsh.  Good  morning,  Mr.  Chairman,  distinguished  mem- 
bers of  this  subcommittee.  I  have  provided  a  copy  in  advance  of  my 
statement  for  the  record.  I  will  summarize  that  statement  by  my 
remarks  here. 

I  am  Joel  Marsh,  Director  of  Grovernment  Acquisition  Policy  for 
United  Technologies  Corporation.  It  is  my  pleasure  to  appear  be- 
fore you  today  to  express  our  views  on  defense  conversion  and  on 
the  economic  diversification  of  defense  industries. 

With  me  today  are  Terrv  Hoye  and  Jay  Frankel  from  Pratt  & 
Whitney's  Turbopower  and  Marine  Systems  and  Henry  DeRonck 
from  the  International  Fuel  Cells  Corporation. 

First,  I  want  to  thank  you  for  your  long-term  support  for  the  eco- 
nomic well-being  of  U.S.  industry.  I  agree  with  Secretary  Brown's 
comment  on  your  long-term  interests  on  this  issue.  In  fact,  I  have 
a  letter  here  written  by  you  some  7  years  ago  on  this  subject  of  eco- 
nomic diversification.  This  letter  was  sent  to  industry  people  in 
Connecticut,  business  leaders,  labor,  so  forth.  I  quote. 

"I  hope  that  this  conference  will  increase  the  level  of  debate  on 
the  effects  of  military  spending  on  our  economy  and  help  us  arrive 
at  different  ways  of  promoting  diversification." 

Rather  progressive  thinking  for  that  time. 

Since  the  early  1970's,  UTC  has  pursued  diversification  and 
globalization  as  a  business  strategy.  We  have  reduced  our  depend- 
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ence  on  government  business  from  approximately  50  percent  in  the 
early  1970's  to  20  percent  in  1992.  We  have  also  been  very  success- 
ful in  our  efforts  to  become  a  global  company. 

In  the  early  1970's,  approximately  20  percent  of  our  business  was 
international.  Today,  we  are  at  55  percent  and  growing.  While  we 
have  been  successful  in  diversification  and  globalization  strategy, 
there  are  segments  of  our  business  that  have  been  hit  very  hard 
by  the  poor  global  economy  and  by  the  rapid  decline  in  defense 
spending. 

As  a  nation,  we  are  now  facing  a  problem  of  excess  defense  in- 
dustrial capacity  due  to  rapid  decline  in  defense  procurement  budg- 
ets. Without  new  products  and  new  markets,  the  industrial  work- 
ers and  management  employed  in  this  industry  will  dissipate. 

Much  has  been  said  in  recent  years  about  defense  industry  suc- 
cess and  its  conversion  process  at  the  end  of  previous  wars.  At  the 
end  of  World  War  II,  for  example,  excess  defense  industrial  capac- 
ity quickly  converted  itself  back  to  peacetime  production  to  respond 
to  the  pent-up  civilian  market  demand.  At  that  time,  most  indus- 
trial capacity  throughout  the  remainder  of  the  world  was  either  de- 
stroyed or  in  shambles.  Therefore,  there  was  little  competition  for 
U.S.  industry. 

Now  at  the  end  of  the  cold  war,  there  is  little  unsatisfied  demand 
for  civilian  products.  The  supply  and-demand  relationship  is  fairly 
well  balanced  in  this  arena;  wnile  on  the  other  hand,  in  the  defense 
sector,  the  industrial  base  capacity  is  probably  going  to  be  reduced 
by  50  percent  in  its  demand  from  the  peak  capability.  This  leaves 
a  tremendous  excess  defense  industrial  supply  capability  without  a 
matching  market  demand. 

Furthermore,  when  we  look  at  the  other  industrialized  nations, 
we  see  pretty  much  the  same  picture.  The  civilian  marketplace  is 
fairly  well  in  balance  and  fairly  well  satisfied,  while  the  highly  spe- 
cialized defense  industry  is  overcapacitized  for  its  dwindling  de- 
fense market. 

The  main  problem  of  the  United  States  today,  in  the  defense  con- 
version process,  is  not  a  shortage  of  technology,  skilled  labor,  facili- 
ties or  equipment.  We  have  an  abundance  ofthat.  What  is  missing 
in  this  economic  equation  are  markets. 

Industrialized  nations  must  now  find  markets  for  their  excess  ca- 
pacities or  face  elimination  of  those  capacities.  The  choices  for  find- 
ing and  developing  markets  are  fairly  limited. 

UTC  is  a  active  participant  in  government  initiatives  for  defense 
conversion.  Such  participation  is  essential  for  government  and  in- 
dustry, since  we  must  work  together  as  partners  to  find  a  success- 
ful formula  for  conversion.  The  comments  Secretary  Brown  just 
made  a  few  moments  ago  were  very  consistent  with  this  need  for 
partnership.  Industry  and  government  must  work  together. 

The  most  visible  program  we  see  in  the  government  initiatives  is 
the  multiagency  Technology  Reinvestment  Program,  which  the  Sec- 
retary also  spoke  about.  UTC  operating  units  are  participating  in 
this  program,  as  team  members,  in  approximately  30  proposals. 

In  addition  to  participating  in  this  Technology  Reinvestment  Pro- 
gram, UTC  is  making  near-term  product  developments,  which  offer 
opportunities  for  defense  conversion  and  economic  diversification. 
For  instance,  Mr.  Chairman,  you  have  been  a  strong  supporter  of 
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the  Pratt  &  Whitney  development  of  the  FT4000  industrial  gas  tur- 
bine and  the  International  Fuel  Cells  PC25  electric  power  genera- 
tor. 

The  FT4000  industrial  gas  turbine  program  is  Pratt  &  Whitney's 
program  to  develop  an  energy-efficient  electrical  power  generating 
unit  derived  from  its  newest  and  largest  commercial  aircraft  en- 
gine, the  PW4000.  The  program  is  an  excellent  example  of  diver- 
sification, transferring  available  technology  and  skilled  work  force 
to  a  new  and  potentially  high-growth  commercial  market. 

In  the  case  of  the  International  Fuel  Cell  PC25,  much  of  that 
technology  was  developed  by  the  Department  of  Energy  programs. 
Foreign  governments  and  companies  are  focusing  on  overcoming 
the  lead  of  International  Fuel  Cell  in  these  products. 

Mr.  Chairman,  you  asked  what  the  government  could  do  to  fur- 
ther export  defense  conversion  and  diversification  products. 

First  is  to  be  recognized  that  conversion  is  not  an  overnight  proc- 
ess. Finding  economic  uses  for  our  excess  defense  industrial  capac- 
ity could  take  a  number  of  years.  Meanwhile,  survival  of  many 
companies  will  hinge  on  the  sale  of  current  products  while  pursu- 
ing the  successful  formula  for  conversion. 

We  offer  five  near-term  actions  that  Congress  and  the  adminis- 
tration could  take  to  enhance  defense  conversion  and  support  U.S. 
industry  opportunities  in  the  international  marketplace.  They  are: 

First,  the  elimination  of  statutory  requirements  for  recoupment 
of  nonrecurring  costs.  This  is  a  provision  in  the  Arms  Export  Con- 
trol Act,  which  requires  DOD  collect  a  pro  rata  share  of  its  invest- 
ment when  sales  are  made  of  military  equipment  to  foreign  govern- 
ments. 

For  example,  our  latest  version  of  the  F-lOO  engine  which  is  ex- 
portable, the  recoupment  value  on  that  is  20  percent  of  the  price. 
This  is  a  disadvantage  in  the  competitive  marketplace.  Our  com- 
petitors are  not  subject  to  those  kinds  of  requirements.  We  need 
your  support  to  eliminate  this  burden,  which  will  enhance  U.S. 
competitiveness  and  protect  U.S.  jobs. 

The  second  is  improve  the  Export  Control  Administration.  Mr. 
Chairman,  there  is  a  broad  consensus  on  the  Export  Administra- 
tion Act  that  it  is  out  of  date  and  out  of  touch  with  recent  global 
changes.  In  the  area,  we  need  change  such  as  that,  clearly  commu- 
nicated by  the  Secretary  a  few  minutes  ago.  We  certainly  support 
his  commitment  to  bring  about  those  changes. 

Also,  we  look  forward  to  working  with  you  to  correct  the  ineffi- 
ciencies in  the  system,  such  as  the  self-imposed  barriers  to  U.S.  ex- 
ports. 

The  third  item,  strengthening  export  financing.  Congress  has  an 
opportunity  this  year  to  address  Export-Import  Bank  funding  of  ex- 
ports and  their  contribution  to  the  economy.  The  Eximbank  is  an 
extremely  important  and  cost-effective  agency.  We  urge  the  House 
and  Senate  conferees  to  restore  at  least  the  $57  million  cut  from 
the  President's  request. 

The  fourth  item,  provide  defense  export  financing.  There  are 
friendly  countries  with  legitimate  defense  needs  that  wish  to  buy 
defense  equipment,  but  they  do  not  have  a  ready  source  of  financ- 
ing. The  governments  of  many  of  cur  international  competitors  find 
that  providing  financing  offers  their  defense  industries  a  real  com- 
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petitive  advantage.  We  need  your  support  in  providing  a  level  play- 
ing field  for  U.S.  companies  in  international  competition. 

The  fifth  item,  provide  a  stable  ftmding  of  DOD  procurement  and 
R&D  budgets.  If  industry  is  to  focus  its  resources  and  attention  on 
the  task  of  defense  conversion,  it  needs  some  stability  in  its  busi- 
ness base.  Without  some  stability  in  the  defense  business,  the  prob- 
lems we  face  in  defense  conversion  will  be  much  bigger  than  we  an- 
ticipate. 

Mr.  Chairman,  UTC  appreciates  the  opportunity  to  come  before 
you  today  and  speak  to  you.  We  appreciate  your  continued  support 
in  the  area  of  defense  conversion  and  economic  diversification.  We 
would  be  pleased  to  answer  any  questions  you  may  have. 

[The  prepared  statement  of  Mr.  Marsh  appears  in  the  appendix.] 

Mr.  Gejdenson.  Gary. 

STATEMENT  OF  GARY  P.  BENNETT,  PRESffiENT  AND  CHIEF 
EXECUTIVE  OFFICER,  ANALYSIS  &  TECHNOLOGY,  INC^  AC- 
COMPANIED BY  ADELAIDE  MAYHEW,  VICE  PRESIDENT  FOR 
INTERNATIONAL  CONTRACTS 

Mr.  Bennett.  Good  morning.  I  am  pleased  to  be  here  to  testify 
to  this  subcommittee.  I  am  accompanied  today  by  our  vice  presi- 
dent for  international  contracts,  Adelaide  Mayhew;  and  we  are  here 
because  we  feel  that  our  diversification  strategy,  which  is  very  im- 
portant to  us,  is  in  need  of  assistance  from  the  U.S.  Government. 
We  are  a  middle-sized  company,  we  are  not  small;  and  therefore, 
we  do  not  have  the  statuatory  advantages  that  some  small  and  dis- 
advantaged companies  have,  and  we  are  not  large  enough  to  be 
known  overseas  or  to  easily  market  ourselves  overseas. 

We  have  a  strategy  that  Is  very  important  to  us.  I  think  we  need 
some  help  in  the  way  of  a  partnership  with  the  Federal  agencies. 
I  have  prepared  a  statement  which  I  will  not  read  completely,  but 
I  will  try  to  summarize  that  statement  for  the  committee. 

Analysis  &  Technology,  of  which  I  am  the  president  and  CEO  is 
considered  a  middle-sized  company.  We  had  sales  last  year  of  $116 
million.  We  have  1,500  employees;  85  percent  of  our  revenue  is  de- 
fense based,  principally  work  we  do  for  the  U.S.  Navy. 

We  have  employees  all  over  the  country  and  a  few  overseas.  We 
have  a  small  office  in  Australia.  About  half  of  our  1,500  employees 
are  in  the  greater  New  London  area  or  Newport,  Rhode  Island, 
which  is  nearby.  We  consider  ourselves  a  professional  and  technical 
services  firm. 

I  would  like  to  distinguish  A&T  from  manufacturing.  We  do  not 
consider  ourselves  to  be  a  manufacturing  firm,  although  we  do 
build  certain  prototype  electronics  and  some  small  volume  tactical 
systems.  Principally  what  we  provide  are  services,  technical  serv- 
ices, and  software  products  that  spin  off  of  those  services. 

We  have  three  basic  product  or  service  lines:  engineering  serv- 
ices, information  technologies,  and  interactive  multimedia  training 
systems. 

Our  engineering  services  are  typical  design,  development,  test, 
evaluation,  field  engineering,  and  logistics  support. 

We  also  have  a  capability  in  information  technologies,  where  we 
integrate  computer  systems,  as  the  chairman  indicated  during  Sec- 
retary Brown's  testimony.  We  put  systems — computer  systems  and 
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networks  in  place  for  our  military  customers  and,  more  recently, 
for  a  number  of  commercial  clients. 

Our  biggest  investment,  in  diversification,  however,  is  being 
made  in  our  interactive  multimedia  training  systems  area.  Again, 
it  is  a  technology  we  developed  working  for  the  military.  It  has  a 
tremendous  worldwide  market  potential.  Our  problem  is  how  to  sell 
our  technology  and  our  capability  to  that  global  market. 

Last  year,  the  revenue  base  I  mentioned  of  $116  million  included 
about  $1.7  million  in  international  sales.  Those  sales  were  predomi- 
nantly through  the  foreign  militarv  sales  program  and  most  were 
with  Taiwan.  We  have  consideraole  marketing  efforts  going  on 
today  in  both  the  Taiwan-Pacific  Rim  target  and  also  in  the  Middle 
East.  We  are  encouraged  by  the  prospects  in  both  locations. 

We  are  in  the  second  year  of  a  very  aggressive  diversification  in- 
vestment program  where  we  are  investing  company  profits — I 
should  mention  that  we  are  a  public  company  and,  therefore,  have 
an  obligation  to  our  shareholders  to  be  profitable  and  to  protect 
those  earnings  and  try  to  grow  the  earnings;  at  the  same  time,  we 
have  committed  to  invest  our  own  profit  monies  to  try  to  help  our- 
selves succeed  in  diversification. 

Our  strategy  is  to  maintain  our  commitixient  to  our  military  cus- 
tomers, and  our  projection,  as  we  look  ahead,  is  that  we  will  be 
successful  in  maintaining  a  flat  revenue  base  with  our  defense  cus- 
tomers. However,  in  4  years,  we  want  to  be  a  $175  million  company 
and  about  40  percent  of  that  revenue,  we  hope  to  be  in  nondefense 
markets.  So  we  are  aggressively  pursuing  those  markets. 

We  would  expect  that  about  10  percent  of  the  $175  million  com- 
pany we  envision  in  4  years  will  come  from  international  sales.  If 
we  are  successful  in  our  attempts  to  grow  to  $175  million,  we 
would  add  in  the  neighborhood  of  500  to  800  new  jobs  to  the  exist- 
ing 1,500  we  have  now.  We  are  certainly  trying  to  do  what  I  think 
the  nation  has  to  do,  and  that  is  create  jobs.  I  think  we  are  in  the 
right  business  area  and  we  are  the  right  size  company  to  be  able 
to  do  that. 

We  have  a  specific  strategy  in  each  of  the  three  technology  areas 
that  we  sell — engineering  services,  information  technolo©^,  and 
interactive  multimedia  training — and  I  would  just  say  of  those 
three,  we  will  probably  bundle  our  engineering  services  as  part  of 
military  sales  opportunities,  bundle  our  information  technologies  as 
part  of  a  support  package  when  we  team  with  other,  larger  cor- 
porations— we  have  done  some  of  that  with  United  Technologies 
and  other  large  aerospace  firms — and  then  we  will  directly  market 
our  multimedia  training  systems  overseas. 

The  statement  I  have  submitted  has  three  suggestions  on  how  I 
think  this  subcommittee,  through  its  interaction  with  the  Depart- 
ment of  Commerce,  can  help  Analysis  &  Technology.  Before  I  men- 
tion those,  I  might  mention  that  we  are  very  appreciative,  Mr. 
Chairman,  of  your  sponsorship  of  the  trade  mission  to  Taiwan.  Our 
senior  vice  president,  Tim  Lavoie,  attended  that  session  with  you 
and  he  found  it  to  be  most  helpful.  We  are  continuing  to  pursue 
the  contacts  he  developed  there,  with  your  help,  and  we  have  some 
fairly  exciting  prospects  to  expand  our  Taiwanese  business  base. 

The  three  areas  I  would  suggest  we  could  use  help  in  are: 


20 

Number  one,  you  should  seek  ways  to  streamline  the  export  reg- 
ulation compliance  process.  Your  own  opening  statement  and  Sec- 
retary Brown's  statement  have  convinced  me  that  you  realize  the 
necessity  of  doing  that.  I  just  encourage  you  to  continue  pressing 
this  issue.  It  is  a  well-known  bureaucratic  problem  that  is  hard  to 
solve,  and  I  wish  you  the  best  of  luck.  If  there  is  anjdhing  we  can 
do  to  help,  we  would  be  glad  to  assist  you. 

Adelaide  Mayhew,  the  individual  in  A&T  who  has  had  to  deal 
with  the  multiple  agencies  involved  in  licensing.  She  has  an  ability 
to  express,  much  better  than  I  do,  the  frustrations  that  we  have 
met  in  those  attempts. 

We  do  welcome  the  revitalized  Trade  Promotion  Coordinating 
Committee  as  described  by  Secretary  Brown.  We  believe  that  it  is 
a  good  attempt  to  try  to  solve  some  of  these  problems. 

Our  second  suggestion  is  that  you  consider  establishing  a  U.S.- 
sponsored  manufacturer's  representative  in  selected  international 
marketplaces  to  represent  U.S.  companies.  Apparently  there  are 
some  programs,  or  there  is  a  new  program  under  way  that  might 
just  do  what  we  are  suggesting  here.  What  we  need  is  the  ability 
to  have  a  contact  in  a  country  where  we  are  interested  in  market- 
ing our  services  and  who  we  can  call,  who  can  represent  us,  who 
understands  the  products  and  services  that  we  have  to  offer.  Such 
a  representative  would  allow  us  to  avoid  the  cost  of  sending  one  of 
our  own  sales  people  overseas  to  make  representation. 

The  State  of  Connecticut  has  established  a  similar  market  rep- 
resentative who  represents  companies  in  Connecticut  who  want  to 
do  business  in  Washington.  We  have  helped  fund  this  individual, 
but  it  is  the  partnership  with  the  State  of  Connecticut  that  is  mak- 
ing this  successful.  It  has  been  very  helpful. 

Our  third  suggestion  is  to  provide  matching  grant  funding  or 
other  special  considerations  for  mid-sized  companies.  I  mentioned 
earlier,  we  feel  like  we  are  lost  in  the  middle.  We  are  neither  small 
with  certain  statuatory  advantages,  nor  are  we  large  enough  to 
have  the  resources  to  deal  with  the  difficulties  of  doing  business 
overseas  by  ourselves. 

The  State  of  Connecticut  has  partnered  with  A&T  and  provided 
matching  funds  for  us  to  pursue  our  diversification  efforts.  It  would 
be  wonderful  if  we  could  also  find  sources  of  Federal  matching 
funds  to  help  us  market  our  products,  particularly  to  international 
customers. 

I  would  like  to  close  my  prepared  remarks  by  indicating  that  I 
believe  that  our  company  is  succeeding  very  nicely  on  the  domestic 
front  with  the  help  of  certain  State  agencies  and  funding;  but  in 
order  for  us  to  succeed  overseas,  there  is  no  question  in  my  mind 
that  we  will  need  additional  help,  as  some  of  you  have  expressed 
today. 

Distinguished  members,  Mr.  Chairman,  I  appreciate  the  oppor- 
tunity you  have  given  me  to  brief  you  on  A&T  and  its  strategy  for 
diversification.  Adelaide  and  I  will  be  glad  to  answer  questions 
when  that  time  comes. 

Mr.  Gejdenson.  Sal. 
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STATEMENT  OF  SAL  RONCHETTI,  VICE  PRESmENT  AND 
GENERAL  MANAGER,  ELDEC  CORPORATION 

Mr.  RoNCHETTl.  I  would  like  to  express  my  appreciation  as  a  first 
generation  American  to  you  and  the  committee  for  the  opportunity 
to  express  my  thoughts  and  ideas  with  regard  to  defense  conversion 
and  diversification.  I  am  deeply  honored  to  be  here  today. 

I  have  been  in  the  military  and  electronics  industry  for  the  past 
30  years,  I  have  technical  and  managerial  experience  and  my  back- 
ground covers  the  military  electronics,  space,  military  and  commer- 
cial aerospace  markets. 

I  will  also  summarize  for  you  what  is  contained  in  the  prepared 
submitted  statement. 

ELDEC  Corporation  designs  and  manufacturers  electronic  and 
electromechanical  products  and  systems  for  aerospace  and  defense 
application  systems.  We  are  the  world's  leading  supplier  of  proxim- 
ity switch  systems  for  commercial  and  military  aircraft.  We  are  a 
supplier  of  aircraft  electrical  power  systems  and  power  supplies  for 
commercial  avionics  and  electronic  defense  systems  and  one  of  the 
largest  suppliers  of  aircraft  mass  fuel  flow  meters. 

Founded  in  1957,  ELDEC  is  located  in  Lynnwood,  Washington. 
Our  sales  are  approximately  $110  million,  and  we  have  1,100  em- 
ployees. The  profile  of  our  business  mix  is  about  45  to  55  percent 
military  to  commercial  and  domestically  we  sell  73  percent  of  our 
products  in  the  United  States  while  international  sales  constitutes, 
27  percent. 

The  Power  Conversion  Division  for  which  I  am  responsible  has 
a  slightly  different  profile.  We  represent  about  25  percent  of 
ELDEC's  sales.  In  our  case,  military  products  consume  95  percent 
of  our  sales  and  only  5  percent  are  commercial.  We  have  a  similar 
domestic-to-intemationai  mix. 

In  looking  at  the  current  market  situation,  cutbacks  in  commer- 
cial and  defense  spending  are  expected  to  continue.  ELDEC  began 
to  feel  the  effects  of  this  downward  trend  3  years  ago.  As  a  result, 
employment  has  decreased  from  1,700  to  1,100  employees.  It  is  also 
anticipated  that  defense  spending  mav  decrease  at  a  more  rapid 
rate  in  the  next  few  years.  We  are  exploring  ways  to  increase  mar- 
ket share  and  entry  into  new  markets  in  which  the  company  can 
develop  products  appropriate  to  its  capabilities. 

Certainly,  this  is  not  a  healthy  time  for  our  industry. 

Couple  this  with  the  major  events  occurring  globally,  such  as  EC 
1992  and  the  continuing  growing  economic  strength  of  Japan,  and 
I  believe  that  leaves  the  United  States  with  no  choice  but  to  be- 
come a  real  partner  in  supporting  the  American  defense  industry 
if  it  wants  to  maintain  a  strong  industrial  base. 

Specifically,  there  are  some  examples  I  am  offering  as  disincen- 
tives we  encountered  recently  in  the  export  area.  We  have  a  power 
supply  that  is  installed  on  the  European  airborne  version  of  the 
Joint  Tactical  Information  Distribution  System.  We  were  advised 
that  without  a  minimum  offset  on  the  program,  the  European  team 
would  not  approve  the  funding.  Therefore,  we  were  forced  to  relin- 
quish one  of  three  power  supplies  to  Denmark  with  a  resultant  net 
loss  in  business  of  $1.5  million. 

Another  example  is  a  power  supply  installed  on  a  radar  warning 
receiver.  The  U.S.  Government  assisted  our  customer  in  developing 
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a  foreign  second  source.  This  competitx)r  today,  we  believe,  is  fund- 
ed by  a  foreign  government.  He  is  able  to  offer  lower  prices  to  U.S. 
customers  resulting  in  business  loss  of  approximately  $2  million. 

On  the  bright  side  of  things,  there  appears  to  be  market  opportu- 
nities emerging  in  the  area  of  military  retrofits  and  upgrades  in 
the  international  military  marketplace.  The  export  market  still  rep- 
resents an  opportimity.  The  question  is,  will  it  be  big  enough  to  fill 
the  available  capacity? 

We  do  not  believe  so  since  excess  capacity  now  appears  to  be 
global  and  not  one  that  is  localized  within  the  United  States;  and 
therefore,  severe  price  pressures  are  expected  in  this  particular 
arena. 

Commercial  aerospace  can  be  viewed  as  a  diversification  oppor- 
tunity also.  However,  the  current  state  of  this  industry  is  in  con- 
traction, as  I  think  you  well  know.  The  opportunity  for  growth  in 
commercial  aerospace  is  forecast  beyond  1996. 

Even  though  we  talk  about  the  transfer  or  the  use  of  military  de- 
veloped products  and  technologies  in  the  commercial  marketplace, 
I  believe  the  chances  of  doing  tnis  successfully  are  very  slim,  if  not 
impossible.  The  customer  in  the  commercial  arena  is  radically  dif- 
ferent than  the  military  defense  or  aerospace  customer.  The  skills 
required,  the  product  development  process,  the  manufacturing 
process,  the  mentality,  the  culture  are  significantly  different  when 
dealing  in  this  marketplace. 

In  addition,  technology  applicable  to  the  commercial  marketplace 
currently  resides  in  that  environment.  Also,  the  significant  cost 
structure  added  to  the  defense  base  to  satisfy  and  maintain  the 
burdensome  systems  of  laws,  regulations,  policies,  and  reporting  re- 
quirements render  what  might  be  a  competitive  product  to  a  non- 
competitive status.  Therefore,  I  believe  the  initiative  for  defense  di- 
versification, although  admirable,  will  fail  unless  government  and 
the  industrial  base  are  able  to  shed  the  adversarial  relationships 
of  the  past  and  significantly  modify  or  remove  many  of  the  require- 
ments, such  as  the  outdated  procurement  practices  and  quality 
practices  that  add  cost  to  the  industry. 

ELDEC  has  undertaken  several  diversification  initiatives  and 
there  are  three  I  will  discuss  here.  One  is  the  use  of  surface  mount- 
ed components  on  the  Boeing  new  aircraft  B-777  program.  The  sec- 
ond is  the  application  of  commercial  components  on  new  develop- 
ment programs  for  the  military.  Thirdly,  expansion  into  the  inflight 
entertainment  systems  for  commercial  aircraft. 

Success,  to  date,  of  defense  diversification  in  the  Power  Conver- 
sion Division  has  been  mixed  due  to  the  high  cost  structure  re- 
quired to  maintain  the  military  business.  Our  experience,  to  date, 
raises  the  following  question:  Can  we  be  competitive  in  both  mar- 
ketplaces, both  military  and  commercial? 

ELDEC  will  continue  to  look  at  new  products,  markets  and  appli- 
cations outside  of  defense-related  business.  Commercial  endeavors, 
including  commercial  aerospace,  will  continue  to  take  priority  over 
defense-related  opportunities.  The  current  thrust  within  the  Power 
Conversion  Division  is  to  favor  commercial  over  military  business 
and  to  change  the  military-commercial  revenue  mix  from  a  95-to- 
5  relationship  to  a  50-50  in  the  near  term,  that  being  over  the  next 
5  years.  In  order  to  accomplish  this  objective,  we  are  examining 
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several  business  strategies,  including  acquisition,  internal  develop- 
ment, and  entry  into  new  markets  with  new  products. 

In  the  written  text,  I  have  submitted  a  series  of  recommenda- 
tions, but  I  would  like  to  highlight  three  of  them.  One  is  to  support 
the  current  diversification  initiatives  with  financial  support.  Being 
a  middle-sized  company  of  $100  million,  $110  million,  neither  big 
nor  small,  it  is  difficult  to  generate  the  required  earnings  for  devel- 
opment, therefore,  raising  the  R&D  cap,  may  be  a  possibility,  or 
use  of  an  investment  credit  concept  to  allow  or  promote  commercial 
business  incentives. 

The  second  area  that  I  believe  deserves  consideration  is  offset — 
that  is,  local  procurements — when  dealing  on  the  international 
scene.  It  is  a  major  component  of  every  international  procurement. 
Typically,  the  United  States  basically  takes  a  laissez-faire  approach 
to  this  problem.  I  believe  the  establishment  of  a  government  and 
industry  team  to  aggressively  pursue  international  sales  opportuni- 
ties will  require  the  full  resources  of  the  U.S.  Grovernment. 

Thirdly,  we  need  to  review  and  reevaluate  the  guidelines  for  ex- 
portable technology.  Today,  we  find  ourselves  with  20-year-old 
technology  being  rejected  for  export. 

I  appreciate  tne  opportunity  to  address  the  subcommittee  on  the 
views  of  the  defense  marketplace  and  defense  diversification  issues. 
I  look  forward  to  a  fostering  of  a  partnership  with  the  government 
and  the  defense  base. 

Thank  you. 

[The  prepared  statement  of  Mr.  Ronchetti  appears  in  the  appen- 
dix.] 

Mr.  Gejdenson.  Thank  you.  Ms.  Cantwell. 

Ms.  Cantwell.  Thank  you,  Mr.  Chairman. 

Gentlemen,  it  is  a  pleasure  to  have  you  here.  You  all  mentioned 
the  issue  of  the  need  for  capital,  although,  Mr.  Marsh,  I  believe  you 
talked  about  the  need  of  capital  for  technology  transfer;  Mr.  Ben- 
nett, marketplace  promotion;  and  Mr.  Ronchetti,  for  general  re- 
search and  development. 

I  guess  the  question  is,  we  are  in  no  better  shape  here  with  re- 
sources than  to  participate,  but  the  dollars  we  do  have,  what  is  the 
best  way  to  again  reach  scale  with  our  programs? 

I  guess  the  question  I  have  is,  by  designing  these  programs  and 
allowing  businesses  to  compete  through  an  application  process, 
should  we  look  more  broadly  at  some  of  the  concepts  of  flexible 
manufacturing  where  several  companies  could  go  in,  or  an  industry 
overall  could  go  in,  and  access  dollars?  Or  do  we  need  to  drive  the 
dollars  out  there  more  at  the  State  and  local  level  through  some 
of  these  technology  centers  that  are  already  created  like  the  Ben 
Franklin  partnership  and  others  like  that? 

I  guess  I  would  like  your  comments,  with  the  limited  dollars  that 
we  nave,  how  is  the  best — what  is  the  best  way  to  get  them  out 
to  the  business  community? 

Mr.  Marsh.  I  spoke  of  the  need  for  selling  our  current  products. 
I  would  like  to  address  that  end  of  it  relative  to  your  question. 

It  is  essential  that  we  maintain  a  viable  business  base  while  we 
are  working  at  defense  conversion  and  economic  diversification. 

One  of  the  best  ways  we  believe  that  the  government  can  get  the 
most  bang  for  its  buck  is  by  supporting  both  export  financing  and 


24 

by  supporting  the  defense  export  financing  as  well.  Because  there 
is  a  tremendous  opportunity  where  companies  need  support  in  pur- 
suing and  closing  those  sales. 

With  that  resource,  it  gives  both  time  and  revenue  for  companies 
to  apply  toward  producing  new  products  and  exploring  and  develop- 
ing new  markets. 

I  believe  government  support  in  this  area  is  truly  a  high  payoff 
for  its  investment. 

Mr.  Bennett.  I  would  refer  back  to  Congressman  Gejdenson's 
comments  concerning  the  agency  in  Connecticut  that  invests  as 
much  a  venture  capital  firm  would  in  new  product  development 
and  activities;  and  also,  with  a  certain  amount  of  skepticism  in  my 
mind  as  to  how  quickly  we  can  break  down  the  Federal  bureauc- 
racy barriers,  I  would  suggest  maybe  focusing  that  money  toward 
the  State  level  and  having  agencies  there  figure  out  how  to  best  in- 
vest it. 

Ms.  Cantwell.  I  had  one  of  my  constituents,  an  owner  of  an 
electronics  firm,  tell  me  they  were  getting  more  information  out  of 
the  former  Soviet  Union  about  technology  used  for  defense  pur- 
poses than  they  were  out  of  the  U.S.  Government. 

Mr.  Bennett.  I  can  very  well  believe  that. 

Mr.  Ronchetti.  I  believe  that  one  of  the  ways  is  to  look  at  the 
current  R&D  recovery  cap,  and  let  that  cap  rise  a  certain  percent- 
age, let's  say,  to  offset  a  portion  of  commercial  diversification  or 
conversion  funds,  which  wouldn't  directly  be  a  payout,  but  would 
reduce  the  tax  base  a  little.  Assuming  the  revenue  stream  would 
go  up,  it  could  then  payback,  thats  one  possibility;  or  implementa- 
tion of  an  investment  credit  to  offset  investment/capital  funds. 

Ms.  Cantwell.  Would  you  gentlemen  participate  in  something 
like  that? 

Mr.  Bennett.  I  am  not  sure  I  would  agree  with  Mr.  Ronchetti's 
suggestion.  Our  R&D  funds  are  small  and  come  out  of  our  bid  pro- 
posal, and  budgets.  The  cap  we  have  now  is  a  marketplace-induced 
cap.  If  you  raise  that  part  of  our  multiplier,  we  would  not  be  com- 
petitive. 

You  may  feel  differently,  Mr.  Marsh. 

Mr.  Marsh.  Well,  we  believe  that  the  current  structure  that  is 
on  R&D  recovery  could  be  more  liberalized.  As  the  business  base 
goes  down,  companies  are  not  going  to  have  the  available  resources 
to  plow  back  into  creating  new  markets  through  their  research  and 
development.  Therefore,  they  need  to  be  incentivized  by  allowing 
the  ability  to  recover  more  of  their  investment  in  that  process. 

Ms.  Cantwell.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Gejdenson.  Thank  you.  Mr.  Roth. 

Mr.  Roth.  Thank  you,  Mr.  Chairman. 

I  very  much  appreciate  the  testimony  we  have  had  fi'om  the 
three  witnesses  like  yourselves.  Basically,  the  issues  this  sub- 
committee is  concerned  about  are  quite  sophisticated,  and  many  of 
the  people  in  Congress  don't  always  have  firsthand  experience  with 
this.  Your  testimony  is  very  important  to  us;  we  must  rely  on  it 
very  heavily. 
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I  would  be  remiss,  Mr.  Marsh,  if  I  did  not  mention  to  you  that 
we  also  want  to  thank  you  for  having  Kristen  Paulson  help  us  in 
these  areas,  too.  We  do  appreciate  that. 

Mr.  Marsh.  Very  helpful. 

Mr.  Roth.  Let  me  ask  you,  Mr.  Marsh,  export  controls  are  al- 
ways a  big  problem,  especially  for  people  like  yourselves.  Could  you 
give  me  two  or  three  of  your  top  priorities  for  fixing  this  export  con- 
trol? The  reason  I  ask  that  question,  it  seems  like  we  are  always 
all  over  the  world.  We  have  to  focus  on  two  or  three  things;  say, 
hey,  we  are  going  to  get  this  done,  not  get  everything  done.  If  we 
try  to  get  everything  done,  we  get  nothing  done. 

I  was  thinking,  if  we  can  focus  on  two  or  three  areas,  sav  this 
is  what  we  want  to  have  done,  then  I  think  we  would  be  in  a  better 
position  to  get  our  job  done. 

Mr.  Marsh,  Thank  you.  I  would  like  to  call  on  one  of  the  people 
with  me  today,  Mr.  Jim  Lemon,  from  our  international  area,  that 
works  these  issues  of  trying  to  get  licensing  and  work  it  through 
that  process.  I  would  like  to  call  Jim  to  come  forward. 

Mr.  Gejdenson.  Identify  yourself  for  the  record.  Identify  your 
position  with  the  company,  what  you  do. 

Mr.  Lemon.  I  am  Jim  Lemon,  manager  of  international  affairs  at 
United  Technologies  Corporation.  I  work  quite  often  in  the  area  of 
export  controls. 

I  would  say  our  number  one  priority  is  to  eliminate  disputes  over 
commodity  jurisdiction.  Most  of  the  disputes  are  between  the  State 
Department  and  the  Commerce  Department;  in  particular,  we  feel 
the  Commerce  Department  needs  more  legislative  authority  to  ex- 
ercise jurisdiction  over  commodities  and  technologies  when  they  be- 
come commercialized. 

Mr.  Roth.  What  would  be  your  second  point? 

Mr.  Lemon.  The  second  point,  I  would  say,  would  be  to  try  to 
focus  the  New  Export  Administration  Act  on  multilateral  controls 
that  are  agreed  to  by  all  countries  that  make  a  certain  product,  as 
opposed  to  unilateral  controls  that  affect  only  U.S.  exporters. 

Mr.  Gejdenson.  Would  the  gentleman  yield  for  a  moment?  The 
State  Department  recently  proposed  a  rule  on  commodity  jurisdic- 
tion. Are  you  familiar  with  that? 

Mr.  Lemon.  Yes. 

Mr.  Gejdenson.  Does  that  solve  some  of  your  problems? 

Mr.  Lemon.  Some,  yes;  but  not  entirely. 

Mr.  Gejdenson.  Well,  we  may  never  be  so  optimistic  as  to  as- 
sume they  will  all  be  solved. 

Either  here  or  in  writing  back  to  us,  if  you  could  tell  us  what  you 
like  about  what  they  did  and  what  they  still  need  to  do,  that  would 
be  very  helpful. 

Mr.  Marsh.  We  will  be  glad  to  provide  that. 

[The  information  appears  in  the  appendix.] 

Mr.  Roth.  Mr.  Bennett,  or  one  of  the  other  panelists,  from  what 
you  have  seen  in  overseas  markets,  what  do  your  competitors  get 
from  their  export  promotion  programs  that  you  do  not  get  from 
yours? 

Mr.  Bennett.  I  guess,  in  response  to  that,  I  would  say  that  com- 
petition is  not  that  much  of  a  problem  for  us  when  we  are  trying 
to  sell  our  interactive  multimedia  training  products  and  services. 
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There  are  competitors  out  there,  but  there  is  enough  business  for 
all  of  us.  The  problem  we  have  is  how  to  get  to  the  market  from 
a  marketing  and  sales  standpoint. 

I  don't  know  that  our  competitors  have  any  advantage  on  us 
through  export  legislation  from  their  respective  countries. 

Mr.  RONCHETTI.  Congressman  Roth,  I  would  maybe  comment 
that  from  the  standpoint  of  offset,  I  think  many  times  when  we  are 
competing  on  the  international  front,  we  find  that  governments 
work  with  their  particular  industries  to  resolve  this  offset  issue, 
how  to  make  that  happen,  whereas  in  the  United  States,  you  are 
a  company  dealing  almost  on  your  own.  On  the  other  side  of  the 
table  is  a  company  and  a  country  that  you  are  having  to  compete 
with. 

So  we  see  that  as  a  difficult  position  many  times.  Being  in  that 
position,  the  only  thing  vou  can  give  up  is  the  hardware  that  you 
are  building,  whatever  the  software  may  be;  whereas  another  gov- 
ernment may  arrange  other  kinds  of  avenues  of  offset  not  affecting 
the  product  under  sale. 

Mr.  Gejdenson.  Mr.  Ronchetti,  you  mentioned  before  about  the 
number  of  people  you  are  looking  for,  to  have  employed  and  so 
on 

Mr.  Ronchetti.  Yes. 

Mr.  Roth  [continuing].  In  the  future.  You  are  an  entrepreneur. 
You  seem  to  be  quite  upbeat.  How  do  you  look  at  the  world  econ- 
omy? I  don't  want  to  get  off  of  this.  I  have  to  take  this  opportunity. 

We  hear  so  much  like  "The  Coming  Reckoning"  by  Mr.  Jim  Da- 
vidson, all  these  people  who  come  to  Congress  and  say,  "Watch  out, 
there  is  a  day  of  reckoning  coming;  the  economy  is  going  downhill" 
and  so  on.  How  do  you  look  at  that? 

Mr.  Ronchetti.  I  guess,  in  general,  I  am  kind  of  optimistic  in 
a  way.  I  think  it  is  really  going  to  depend  upon  how  we  in  the  Unit- 
ed States  position  ourselves  against  the  rest  of  the  world  per  se, 
both  the  Japanese  on  one  side  and  the  Europeans. 

I  believe  the  European  economy  is  coming  back.  We  are  seeing 
a  lot  of  business  there.  We  are  seeing  a  lot  of  things  happen.  I 
think  it  is  the  way  we  posture  ourselves  to  compete  in  that  market- 
place. 

Mr.  Roth.  It  seems  to  me  from  what  one  of  our  witnesses — Jim 
just  mentioned  here  where  he  said  eliminate  the  duplication  and 
so  on.  Hey,  if  government  would  just  get  out  of  our  way  and  leave 
us  alone,  we  could  do  a  better  job.  Is  that  what  you  are  saying,  too? 

Mr.  Ronchetti.  I  think  in  a  number  of  arenas.  But  I  thmk  in 
some  areas,  they  cannot  get  out  of  the  way.  They  could  be  more 
supportively  involved. 

In  some  of  the  arenas  where  the  rules  and  regulations  are  bur- 
densome, I  think  they  need  to  get  out  of  the  way  and  modify  those 
restrictions.  In  other  areas  where  your  competition  on  the  other 
side  is  a  country,  I  don't  think  we  are  big  enough  as  individual  en- 
tities within  business  to  be  able  to  compete. 

Mr.  Roth.  Do  you  feel  you  are  competing  against  another  govern- 
ment? 

Mr.  Ronchetti.  Absolutely. 

Mr.  Roth.  We  very  much  appreciate  it.  I  certainly  appreciate 
your  testimony  here  this  morning.  The  only  thing  I  would  say  is, 
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[  hope  we  can  continue  to  have  your  support.  As  EAA  works  its 
way  through  Congress,  we  need  your  help.  There  is  such  a  tremen- 
ious  rapidity  of  change  in  the  world,  it  is  hard  for  people  in  gov- 
ernment to  stay  up  with  the  change.  That  is  why  we  need  your 
input  more  than  ever. 

Thank  you  very  much. 

Mr.  Gejdenson.  Mr.  Ronchetti,  you  are  not  the  only  new  Amer- 
icEin.  I  got  here  in  1949,  too.  It  is  a  pretty  amazing  country.  While 
we  focus  a  lot  of  times  on  the  problems  that  we  have,  we  do  a  lot 
af  things  right;  but  we  always  want  to  make  it  better.  I  guess  that 
is  why  we  are  here. 

You  do  not  have  a  Washington  office?  Is  that  correct? 

Mr.  Ronchetti.  That  is  correct. 

Mr.  Gejdenson.  Is  that  a  problem  if  you  are  heavily  defense  de- 
pendent? 

Mr.  Ronchetti.  No.  At  this  point,  we  don't.  We  are  just  not  of 
that  magnitude  in  size.  I  think  you  get  into  economies  of  scale 
tiere. 

Mr.  Gejdenson.  That  doesn't  hurt  you  in  trying  to  get  contracts? 

Mr.  Ronchetti.  No.  We  do  have  a  rep  dealing  in  this  area.  Most 
of  our  customers  are  not  DOD  directly. 

Mr.  Gejdenson.  You  are  subs? 

Mr.  Ronchetti.  Yes.  United  Technologies  would  be  an  example 
of  a  company  that  we  would  sell  products  to. 

Mr.  Gejdenson.  Gary,  when  I  was  over  in  Taiwan  with  your 
folks  and  others,  the  folks  from  United  Technologies,  we  went 
through,  they  had  a  World  Trade  Center.  There  were  offices  of  each 
state;  they  had  an  office.  You  got  a  sense  that  some  of  them  were 
energized  and  working.  Some  were  offices  where  somebody  came 
every  day.  I  am  not  sure;  if  somebody  tripped  over  the  office, 
knocked  the  door  down  and  demanded  help,  they  might  get  it,  but 
there  was  not  much  else  going  on.  Does  it  make  sense  to  give  these 
guys  a  fee  of  some  kind  for  success? 

One  of  the  things  the  administration  is  trying  to  do  is  reinvigo- 
rate  government,  trying  to  make  government  work  better.  One  of 
the  downsides  for  government  is,  there  is  never  any  benefit  for  suc- 
cess for  a  lot  of  the  lower-level  people.  If  it  is  a  great  idea  and 
works,  the  cabinet  Secretaries,  the  Congressmen  get  the  credit.  If 
it  doesn't  work,  they  lose  their  jobs  often;  but  not  much  else  hap- 
pens in  between. 

My  sense  was  in  the  public-private  partnership,  whether  or  not — 
doesn't  have  to  be  astronomical — whether  or  not  it  makes  sense  for 
guys  like  you  and  others  to  get  together  with  the  State  of  Connecti- 
cut, or  at  some  point  maybe  say,  OK,  mates,  we  will  work  some- 
thing out;  it  has  to  be  a  negotiated  kind  of  process;  there  may  be 
upper  limits;  there  may  be  bottom  limits. 

Give  the  person  an  incentive  to  hustle  so  the  person  who  runs 
the  Connecticut  office,  the  high-tech  export  office,  doesn't  just  come 
in  and  sit  at  a  desk;  that  he  has  some  entrepreneurial  spirit  that 
makes  your  company  succeed. 

Mr.  Bennett.  I  think  it  is  probably  worthy  of  consideration.  The 
monetary  incentives  for  such  a  person,  would  be  a  big  step.  On  the 
other  hand,  I  would  wager  that  when  you  saw  a  pumped-up,  ex- 
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cited  staff  they  may  not  have  been  incentivized  by  monetary  con- 
siderations. 

Mr.  Gejdenson.  I  don't  think  it  was. 

Mr.  Bennett,  What  we  see  in  our  partnership  dealings  with 
agencies  in  the  State  of  Connecticut,  is  excited  people  that  want  to 
help  business  and  get  in  bed  with  us  to  go  do  wnat  needs  to  be 
done  in  the  marketplace. 

I  don't  believe  they  are  incentivized  by  compensation  means  at 
the  present  time.  I  attribute  it  to  the  leadership  at  various  levels, 
starting  with  the  Governor,  going  down  to  the  department  heads. 
The  secretaries,  everybody.  I  am  encouraged  by  your  leadership  of 
this  subcommittee,  and  also  that  of  Secretary  Brown. 

I  think  it  is  starting  at  the  right  place.  The  Department  of  Com- 
merce is  a  large  agency.  It  will  take  a  while  to  get  that  same  spirit 
down  through  the  ranks. 

Mr.  Gejdenson.  I  think  for  a  long  time,  at  least  in  the  previous 
administration,  there  was  a  debate  on  industrial  policy,  whether  it 
made  sense  for  the  government.  We  spent  so  much  time  in  a  panic, 
afraid  that  we  would  be  involved  in  industrial  policy — the  govern- 
ment put  too  much  distance  between  it  and  the  industrial  sectors, 
while  the  rest  of  the  world  was  in  partnerships  with  its  govern- 
ments and  what  have  you. 

Could  I  ask  Adelaide  to  come  up? 

I  am  not  here  to  beat  up  on  Secretary  Brown.  He  just  got  there. 

You  have  been  involved  in  working  with  government  agencies. 
Identify  yourself 

Ms.  Mayhew.  I  am  Adelaide  Mayhew,  Vice  President  for  Analy- 
sis &  Technology's  International  Division. 

Mr.  Gejdenson.  Have  you  talked  to  government  agencies  before? 

Ms.  Mayhew.  I  have  only  been  with  A&T  for  a  year.  I  had  expe- 
rience with  other  firms  for  10  years.  I  was  working  in  international 
export,  as  well  as  defense  contracts. 

Mr.  Gejdenson.  So  you  are  not  exactly  g^een? 

Ms.  Mayhew.  No. 

Mr.  Gejdenson.  Did  you  try  to  get  hold  of  the  market  develop- 
ment coordinator  of  the  program  the  other  day? 

Ms.  Mayhew.  One  of  your  staff  members  asked  me  that  question. 
I  was  a  bit  concerned  that  I  hadn't  heard  about  this  new  program. 
I  thought,  what  am  I  missing?  So  I  got  my  Federal  yellow  pages 
out  and  started  making  phone  calls  to  the  Commerce  Department. 

I  have  to  tell  you  that,  unfailingly,  everybody  was  helpful,  but  I 
went  through  10  to  12  people  that  didn't  have  the  foggiest  idea 
about  what  this  program  was.  Eventually  I  ended  up  at  the  Con- 
gressional Liaison  Office.  They  said,  ves,  we  know  about  the  pro- 
gram. We  just  did  legislation  on  it.  Call  Mr.  Morse. 

He  was  terrific.  We  did  find  out  about  the  program.  But  I  think 
there  is  a  lesson  here.  Some  programs  that  have  been  publicized 
are  not  even  well  known  inside  of  Commerce,  let  alone  to  those  of 
us  in  the  mid-sized  firms  who  do  not  have  the  full-time  staffs  to 
walk  the  halls  of  Commerce,  and  do  not  have  the  full-time  staffer 
to  pay  attention  to  everything  that  comes  out  in  the  Federal  Reg- 
ister. 

Mr.  Gejdenson.  What  I  said  to  various  people  in  the  Hart-Ford 
Office  of  the  Commerce  Department,  was  serve  less  people.  Decide 
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you  are  not  going  to  get  to  everybody.  Do  some  hand-holding.  When 
you  get  somebody  with  a  problem  or  an  opportunity  for  an  expert, 
walk  them  through  the  entire  process.  As  Chairman  of  the  commit- 
tee trying  to  get  information,  sometimes  I  end  up  calling  Congres- 
sional Relations,  which  is  ready  to  jump  around  and  make  the 
phone  calls  and  do  things.  Everybody  wants  to  be  helpful. 

There  are  so  many  different  programs  out  there  and  so  many  dif- 
ferent places;  which  is  one  of  the  reasons  that  I  am  hopeful  at  least 
that  this  coordinating  committee  can  start  to  put  things  together. 

One  of  the  reasons  that  I  suggested  that  the  Secretary  talk  to 
your  folks  at  the  computer  end,  because  if  the  person  that  answers 
the  phone  had  a  menu-driven  system  of  the  nature  you  use  for 
training  of  the  subbase,  you  wouldn't  need  a  highly  skilled — or 
somebody  with  30  years  of  experience  in  the  Commerce  Depart- 
ment to  know  where  everything  is  in  order  to  find  it.  With  a 
screen-driven  menu  program,  he  could  keep — key  questions  come 
up  with  answers  that  would  tell  them  the  telephone  number  and 
the  person  to  deal  with  their  question  very  quickly.  It  wouldn't 
take  a  lot  more  to  be  able  to  do  it  from  my  house  with  a  modem. 

It  seems  to  me  that  is  what  we  want  to  get  to  do. 

Generally,  when  you  know  where  you  are  going,  though,  the  peo- 
ple are  helpful? 

Ms.  Mayhew.  Unfailingly,  the  people  in  the  Commerce  Depart- 
ment have,  over  the  years,  been  very,  very  helpful.  Everybody  tries. 
There  is  a  lot  of  positive,  upbeat  attitude. 

You  talked  about  export  compliance.  That  is  a  problem  for  all  of 
us.  I  have  here  before  me  the  revised  ITAR  you  were  referring  to. 
It  doesn't  really  change  things  significantly.  You  are  dealing  with 
two  separate  systems  in  many  ways.  I  think  that  that  is  something 
you  have  to  look  into.  You  have  got  to  make  the  system  less  bu- 
reaucratic. Somebody  made  a  suggestion  about  having  Commerce 
responsible  for  more  of  the  export.  I  think  that  that  is  critical  if  we 
are  going  to  succeed  in  moving  through  things  quickly  in  helping 
companies  like  ours  sell  internationally. 

Mr.  Gejdenson.  As  my  colleague,  Mr.  Roth,  said,  we  desperately 
need  the  corporate  community  s  help  for  the  White  House,  the 
Commerce  Department,  particularly  the  White  House — any  time 
the  President  has  a  battle  between  his  Secretary  of  Commerce  and 
his  Secretary  of  Defense,  the  Secretary  of  Commerce  is  at  a  dis- 
advantage. There  is  no  President  who  wants  to  wake  up  with  the 
headline  stating  he  aided  and  abetted  the  disbursement  of  tech- 
nologies that  ended  up  giving  the  other  guy  some  big  advantage. 

Frankly,  in  the  hearings  we  held  on  what  happened  with  tech- 
nology transfer  to  Iraq,  the  Commerce  Department  consistently 
triea  to  warn  the  State  Department  that  Iraq  was  getting  things 
that  we  didn't  want  it  to  get.  It  was  the  State  Department  and  the 
White  House,  that  had  a  foreign  policy  objective  of  helping  Saddam 
Hussein,  that  was  the  reason  it  got  it. 

What  happens  when  that  chapter  of  history  is  over  is,  everybody 
goes  back  and  thinks  it  was  American  industry  just  chasing  dollars 
or  the  Commerce  Department  just  chasing  dollars  that  led  to  the 
transfer  of  technology  to  Saddam  Hussein.  Like  it  or  not,  it  was  the 
policy  of  the  United  States  to  assist  Saddam  Hussein  through  the 
President  of  the  United  States.  It  is  a  very  hard  message  to  get 
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out,  and  you  can  understand  the  political  sensitivity  of  any  admin- 
istration. 

One  of  the  things  we  are  trying  to  do  is  take  areas  of  technology 
like  computers  and  telecommunications  and  decontrol  them.  Be- 
cause of  the  general  availability,  we  have  the  CIA  testify  in  secret, 
but  I  think  publicly  they  stated — I  thought  that  was  unclassified — 
well,  they  tell  me  I  cannot  quite  say  it.  My  memory  is  that  the  indi- 
vidual told  me  that  the  section  on  computers  was  declassified,  and 
it  seems  to  me  our  actions  are  consistent  with  their  conclusions.  I 
think  I  can  say  that,  if  not  give  you  exactly  their  conclusion. 

Is  that  the  biggest  problem  for  all  of  you?  Gary,  Ron? 

I  know  United  Technologies.  Did  you  run  into  a  lot  of  licensing 
problems?  How  does  that  affect  signing  a  contract?  Say  I  am  a  for- 
eign company;  I  want  to  buy  your  product.  What  is  the  fact  that 
America's  reputation  and  licensing  is 

Mr.  Bennett.  It  delays  the  process  for  sure.  In  the  case  of  our 
company,  it  saps  the  time  that  Adelaide  would  spend  on  other  im- 
portant duties  that  she  has,  as  she  is  chasing  this  licensing  process 
down.  In  some  cases,  it  simply  delays  the  signing  of  a  contract. 

Mr.  Marsh.  If  you  have  a  very  desirous  customer  who  has  a  need 
to  be  satisfied,  and  we  find  ourselves  getting  wrapped  around  the 
axle,  trying  to  get  the  licensing  approved,  what  we  do  is  open  that 
market  up  to  a  foreign  competitor,  who  easily  walks  in,  and  licens- 
ing is  not  a  problem  for  him.  In  fact,  he  probably  brings  along  a 
little  financing  to  kind  of  sweeten  the  deal  as  well. 

Mr.  Gejdenson.  Do  you  have  examples  of  lost  sales  because  of 
licensing  problems? 

Mr.  RONCHETTI.  We  had  one  with  Pakistan,  as  an  example, 
where  a  foreign  firm  was  asking  us  to  supply  hardware.  We  were 
refused  the  exporter  license  because  of  the  country  where  the 
equipment  would  ultimately  end  up. 

With  a  foreign  firm — they  will  get  another  supplier.  They  still  de- 
liver a  system  to  the  customer.  We  just  do  not  get  a  chance  to  par- 
ticipate. 

In  this  case,  that  was  an  example  of  20-year-old  technology.  I 
don't  know  what  the  larger  picture  may  have  been  in  regard  to  that 
situation,  but  it  happened. 

Mr.  Gejdenson.  Gary,  do  you  have  any  recent  ones? 

Mr.  Bennett.  Adelaide? 

Ms.  Mayhew.  We  have  a  situation  where  we  are  selling  20-plus- 
year-old  technology  to  Canada.  Even  to  Canada,  we  have  to  get 
technical  assistance  agreements.  It  is  frustrating  the  Canadians. 
As  a  corporation,  we  feel  very  strongly  that  we  have  to  do  things 
conservatively. 

Mr.  Gejdenson.  Sure.  What  are  you  selling  to  Canada? 

Mr.  Bennett.  A  37-U  mine  countermeasure,  mine  clearing  sys- 
tem, to  help  them  clear  mines. 

I  think  that  would  be  in  this  Nation's  best  interest. 

Mr.  Gejdenson.  The  United  States  gave  the  British  the  design 
for  the  Trident  submarine,  about  as  lethal  a  piece  of  equipment  as 
exists,  because  we  figure  they  are  pretty  good  fi'iends.  Since  the 
late-1800's,  they  have  had  a  pretty  good  record  there.  I  still  have 
not  totally  forgiven  them  for  burning  the  Capitol,  of  course;  but 
more  recently,  they  have  been  all  right. 
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Then  £m  American  company  wanted  to  sell  the  British  bank 
cards,  smart  cards  with  a  little  chip  in  them.  It  was  turned  down 
because  they  wanted  to  make  sure  they  checked  every  one  of  the 
50,000  customers  in  England  before  they  allowed  the  sale.  Of 
course,  we  lost  the  sale. 

I  would  appreciate  your  getting  me  some  recent  problems  you 
have  had  in  export  licensing.  I  think  there  is  an  opportunity  with 
the  administration,  but  it  doesn't  take  much  to  intimidate  people 
at  the  executive  level  on  these  kind  of  issues. 

Is  financing  a  big  problem  for  all  of  you  as  well?  Big  subsidies? 

Mr.  Marsh.  Absolutely,  with  us. 

Mr.  Gejdenson.  What  kind  of  differentials  do  you  see? 

Mr.  Marsh.  We  find  we  are  very  limited  on  the  kind  of  financing 
we  can  get,  whereas  for  foreign  companies,  their  governments  ap- 
pear to  be  very  liberal  in  that  approach.  Certainly  when  other 
countries  are  in  a  depressed  economy  much  like  ours,  and  their  in- 
dustries are  suffering  as  well,  they  are  open  and  receptive  to  re- 
sponding. 

Mr.  Gejdenson.  What  kind  of  different  interest  rate  do  you  see? 

Mr.  Marsh.  I  cannot  answer  that  as  an  interest  rate  issue.  It  is 
more  of  the  initial  financing,  getting  the  project  off  the  ground  and 
allowing  the  sale  to  be  completed.  However,  we  can  supply  that. 

[The  information  appears  in  the  appendix.] 

Mr.  Gejdenson.  We  had  a  witness  at  one  hearing  who  testified 
the  French  Government  had  given  125  percent  of  tne  contract  in 
assistance.  I  thought — I  didn't  understand  it — he  meant  they  gave 
25  percent  of  the  contract.  I  asked  the  follow-up.  He  said  no,  no, 
no,  no.  They  gave  125  percent  of  the  value  of  the  contract  in  financ- 
ing assistance,  in  technical  assistance,  because  the  French  under- 
stood once  they  got  their  foot  in  the  door,  the  follow-up  business 
was  worth  it,  they  would  dominate  that  program. 

Mr.  Marsh.  Mr.  Chairman,  in  that  regard,  back  to  Congressman 
Roth's  question  earlier  about  what  governments  are  doing,  we  find 
in  many  cases  the  senior-most  officials  of  governments  are  there  to 
make  these  sales;  and  although  Secretary  Brown  indicates  that  he 
is  now  taking  on  a  role  of  visiting  countries  where  there  is  a  very 
high  dollar  value  product  sale,  we  are  going  to  need  more  of  that — 
true  administration  and  government  commitment  to  support  the  in- 
dustry in  making  these  international  sales. 

Mr.  Gejdenson.  What  countries  would  you  target?  If  you  had  to 
pick  one  country  other  than  Taiwan,  China,  Germany,  Japan? 
What  is  the  next  country  on  the  list? 

Mr.  Bennett.  The  next  one  on  the  list  for  us — ^in  fact,  probably 
the  first  on  the  list — ^is  Saudi  Arabia. 

Mr.  RONCHETTI.  I  don't  think  there  is  one  per  se  that  would  be — 
maybe  France.  My  view  would  be,  really  the  whole  Economic — Eu- 
ropean Community  issue.  That  is  where  I  think  it  is  going. 

Mr.  Gejdenson.  Mr.  Marsh. 

Mr.  Marsh.  Probably  more  Asia. 

Mr.  Gejdenson.  Pacific  Rim. 

Mr.  Marsh.  Yes. 

Mr.  Gejdenson.  Mr.  Roth. 

Mr.  Roth.  Just  a  short  question.  I  am  interested  in  your  compa- 
nies and  how  you  are  doing. 
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Permit  me,  Mr.  Bennett.  I  see  in  your  prospectus  here,  New  Eng- 
land is — so  far  as  I  have  been  told,  was  hard  hit  economically.  Your 
industry  has  been.  But  I  see  that  you  increased  your  full-time  em- 
ployment by  almost  a  thousand  people  in  the  last  year.  Why  is 
that?  What  are  you  doing  that  others  are  not  doing? 

Mr.  Bennett.  We  didn't  increase  by  a  thousand  people.  Our  rev- 
enue last  year  was  up  about  7  percent;  our  staff  increase  was  about 
proportional  to  that  revenue  increase. 

We  just  published  our  first  quarter  results,  and  our  revenues  are 
up  14  percent  while  earnings  are  depressed  somewhat  because  of 
these  expenditures  out  of  profits  that  I  mentioned  earlier. 

But  I  would  say  that  we  are  doing  very  well  and  I  am  very  proud 
of  what  is  going  on. 

Mr.  Roth.  When  you  see  the  next  2  to  5  years,  that  is  a  long 
time  in  today's  economy? 

Mr.  Bennett.  I  am  optimistic  that  we  have  technology  products 
that  are  in  demand,  and  we  will  figure  out  a  way  to  get  them  to 
the  market. 

Mr.  Roth.  Thank  you  very  much. 

Mr.  Gejdenson.  Let  me  thank  all  of  you  and  thank  the  folks 
that  went  with  us  on  that  Taiwan  trip  from  the  two  Connecticut 
companies,  Kristen  and  all  the  folks  from  Marine  Power,  everybody 
else.  You  really  did  a  g^-eat  job,  helped  all  of  us — that  is  one  of  the 
advantages  of  being  a  large  company,  with  experience — as  well  as 
your  folks  on  the  ground  in  Taiwan. 

I  have  never  seen  a  salesman  like  yours,  Gary.  This  guy  took 
every  opportunity  and  really  did  a  great  job. 

That  is  what  we  have  to  do  to  win  out  there. 

Thank  you. 

Mr.  Marsh.  Thank  you. 

Mr.  Bennett.  Thank  you. 

Mr.  Ronchetti.  Thank  you. 

[Whereupon,  at  12:02  p.m.,  the  subcommittee  was  adjourned.! 
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Prepared  Statement  of  Hon.  Sam  Gejdenson 

This  is  the  second  of  two  subc»mmittee  hearings  on  export  promotion.  The  United 
States  lacks  an  overall  strategy  for  export  promotion.  Secretary  Brown,  who  inher- 
ited a  tangle  of  export  promotion  programs,  can  attest  to  that.  This  week  our  sub- 
committee has  tried  to  sort  out  the  export  promotion  potential  of  two  key  sectors: 
The  environment  and  the  products  of  defense  diversification. 

As  our  private  sector  witnesses  will  testify  today,  market  development  is  an  es- 
sential component  of  successful  exporting.  We  can  provide  grant  money  to  develop 
the  products  of  defense  conversion  and  diversification,  but  if  we  can't  provide  our 
exporters  with  the  help  they  need  to  seU  those  items  abroad,  we  will  have  severely 
impaired  their  ability  to  compete.  Job  security  is  the  number  one  issue  for  most 
Americans  and  exports  create  iobs. 

Indeed,  the  stakes  are  very  high.  The  second  district  of  Connecticut  depends  heav- 
ily on  the  Department  of  Defense  to  retain  jobs  and  provide  it  with  a  solid  standard 
of  living.  Unfortunately,  my  district,  like  many  of  the  districts  represented  by  the 
members  of  this  subcommittee,  is  feeling  the  painful  effects  of  defense  downsizing. 
Diversification  doesn't  just  mean  the  survival  of  a  small  business  or  even  a  large 
corporation,  it  can  make  the  difference  as  to  whether  the  community  itself  survives. 

Export  promotion  is  a  topic  I  have  examined  closely  over  the  years.  I  chaired  this 
committee's  participation  in  the  conference  which  resulted  in  the  Export  Enhance- 
ment Act  which  legislatively  established  the  Trade  Promotion  Coordinating  Commit- 
tee. The  TPCC,  which  is  Chaired  by  Secretary  Brown,  has  the  responsibility  of  cre- 
ating a  strategic  plan  for  all  Federal  export  promotion  programs.  I  look  forward  to 
receiving  that  plan  on  September  30. 

During  this  hearing  I  wiU  be  seeking  a  commitment  from  the  administration  to 
make  the  export  promotion  of  products  of  defense  diversification  a  trade  priority.  In 
addition,  I  will  be  seeking  a  personal  commitment  from  the  Secretary  of  Commerce 
to  simplify  the  export  promotion  information  process  for  the  exporters  of  these  prod- 
ucts. I  have  focused  on  this  subject  matter  for  quite  some  time.  With  all  of  my  staff, 
all  of  the  resources  at  my  disposal,  and  all  of  my  contacts,  I  am  stiU  sorting  through 
programs  that  may  or  may  not  offer  exporters  assistance  in  exporting  diversified 
products.  We  must  make  this  process  simpler  and  more  efficient  for  exporters. 

None  of  us  should  forget  that  the  color  TV  was  invented  in  the  United  States  of 
America.  We  are  no  longer  the  number  one  producer  of  televisions.  The  VCR  was 
also  invented  on  American  soil  and  we  actually  sold  that  technology  so  another 
country  could  produce  VCR's.  While  its  nice  to  be  number  one  in  technology — com- 
mercisJization  of  that  technology  into  exportable  items  puts  food  on  the  table. 

These  are  just  some  of  the  issues  that  I  hope  to  explore  with  today's  witnesses. 
I  look  forward  to  hearing  all  of  their  testimony. 


Opening  Statement  of  Hon.  Toby  Roth 

Let  me  join  in  welcoming  Secretary  Brown.  You  have  the  critical  role  in  leading 
our  efforts  to  expand  American  export  opportunities.  In  today's  world,  our  national 
security  depends  as  much  on  economic  strength  as  on  military  might. 

Some  80  percent  of  our  job  growth  in  recent  years  has  come  from  increased  ex- 
ports. 

That  is  why  I  worked  so  hard  with  the  chairman  to  pass  our  jobs  through  exports 
act  last  year.  Our  subcommittee  wrote  the  law  that  puts  you  in  charge  of  the  Trade 
Policy  Coordinating  Committee — the  TPCC. 

(33) 
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That  is  a  measure  of  the  importance  that  we  place  on  the  Secretary  of  Commerce 
in  trade  poUcy. 

I  beheve  that  trade  policy  issues  are  so  important  to  our  country  that  we  must 
address  them  on  a  bipartisan  basis. 

That  is  how  I  have  approached  my  work  on  this  subcommittee,  and  that  is  how 
I  want  to  work  with  you. 

I  know  you  agree,  because  you  have  accepted  my  invitation  to  keynote  the  great 
lakes  exports  conference  on  September  17. 

According  to  your  own  department,  it  is  the  lai^est  exports  conference  in  the  Mid- 
west. We  will  have  over  1,000  business  executives  to  hear  you,  and  I  want  you  to 
know  how  much  I  appreciate  your  appearance. 

Mr.  Secretary,  I  look  forward  to  your  testimony  today  on  how  to  increase  exports 
of  products  flowing  from  defense  conversion. 


Opening  Statement  of  Hon.  Don  Manzullo 

Mr.  Chairman,  I  commend  you  for  holding  hearings  on  this  timely  topic  today. 
While  many  are  focused  on  taxes  and  spending  today,  few  people  know  that  Presi- 
dent Clinton's  budget  also  contains  $122  billion  in  additional  defense  cuts.  The  ques- 
tion remains  how  we  can  ease  the  impact  of  these  real  cuts  on  our  defense  industry. 

Like  you,  Mr.  Chairman,  I  have  manufacturing  firms  in  my  district  that  benefited 
from  defense  contracts  in  the  past.  Many  of  these  firms  are  moving  into  the  civilian 
sector.  However,  they  are  running  into  a  brick  wall. 

When  these  companies  demilitarize  their  products  for  civilian  applications,  they 
find  out  it  is  very  difficult — if  not  impossible — to  export  their  goods  because  of  our 
out-dated  export  control  law.  For  many  companies  in  my  district  and  around  the  na- 
tion, this  is  their  number  one  priority — getting  the  government  off  their  backs  so 
they  can  export  dual-use  items  intended  for  civilian  use. 

I  know  its  a  top  priority  of  yours,  Mr.  Chairman,  to  report  out  a  revamf)ed  export 
control  system.  I  pledge  to  work  with  you,  Mr.  Chairman,  to  work  out  a  satisfactory 
system  to  clarify  the  commodity  control  list  to  sift  out  what  is  truly  a  military  good 
and  what  everyone  can  recognize  as  a  civilian  product.  I  look  forward  to  the  testi- 
mony of  the  witnesses  before  us  if  they  have  any  helpful  suggestions  in  that  area. 

Thank  you,  Mr.  Chairman. 
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Testimony  of  Secrocary  Ronald  H.  Brovm 

Before  the 

Subconmictee  on  Bconomic  Policy,  Trade  and  Environment 

House  Foreign  Affairs  Committee 

August  5,  1993 

Mr.  Chalrrran,  I  am  pleased  to  appear  before  you  today  to  offer  my 
views  on  export  promotion  services  of  the  federal  governir,ent  that 
car.  assist  defense-dependent  finna  find  new  narket  opportunities. 
With  the  transition  to  the  post -Cold  War  econonry  in  full  swing, 
we  need  tc  help  finrji  and  communities  adjust  to  these  new 
econorric  realities.   One  critical  piece  of  the  defense  conversion 
puzzle  is  helping  firms  find  export  rari^ets  for  those  products. 
This  haaring  is  a  tinely  one,  enabling  us  tc  assess  our  progress 
in  drawing  together  the  diverse  elements  of  Govemment  to  assist 
in  the  transition. 

Before  moving  to  specific  exajnples  of  programs  and  services, 
however,  permit  ms  Mr.  Chairman  to  offer  an  overview  of  our 
current  situation  which  underscores  the  need  for  a  focused 
approach. 

Last  year,  then- candidate  Bill  Clinton  highlighted  the  need  to 
fundaj^entally  change  our  economy  and  our  co^untry  if  we  hoped  to 
continue  to  lead  in  the  future  global  irarket.  He  clearly  stated 
our  ccrr.petitive  edge  --  our  access  to  rrarkets,  our  renewed 
attention  to  exports,  our  focus  on  the  high  performance  workplace 
--  must  be  sharpened.   To  do  this,  he  offered  a  strategy  of 
private  and  public  investiTvent  to  reverse  the  stagnation  of  the 
past  decade,  and  to  D-ake  possible  am  era  of  long-tenr.  growth, 
high  wage  "icb  creation,  and  rising  living  standards  for  the 
Ar.erlcan  people.   Now,  with  the  most  effective  deficit  reduction 
strategy  ever,  with  a  comprehensive  and  aggressive  techJiology 
policy,  and  with  err.phasis  on  exports  and  economic  security, 
President  Clinton  is  guiding  us  into  a  new  economic  age. 

Flexibility  must  be  our  guiding  principle  as  we  enter  this  new 
era.  Things  are  simply  changing  too  fast. for' us  to  cling  to  the 
rigid  structures  of  the  past.   This  is  especially  critical  in 
defense  conversion,  where  the  cutbacks  in  defense  spending  are 
causing  structural  changes  to  the  economies  in  irany  defense- 
dependent  areas  of  the  nation.   But,  as  the  President  said  last 
March: 

[W}hile  change  is  certain,  progress  is  not. ... (Defense) 
cutbacks  are  essential  in  a  world  in  which  we  need  funds  to 
be  re- invested  in  the  domestic  economy,  and  in  which  the 
security  threats  we  meet  today,  while  very  serious,  are 
different  and  clearly  less  expensive  than  those  we  faced 
whan  the  Soviet  Union  and  the  United  States  faced  each  other 
across  the  Berlin  Wall,  with  the  barriers  of  the  Cold  War 
and  the  imminent  prospect  of  nuclear  war. 
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ka   the  Preiid«nt  said  on  that  occasion,  Mr.  Chairman,  "if  we  do 
nothing  in  the  face  of  change,  we  have  learned  the  hard  way  that 
we  are  ItB  victims.   If  we  take  bold  action,  we  can  be  the 
beneficiaries  of  change." 

Mr.  Chairman,  the  Department  of  Commerce  le  seeking  to  respond  to 
these  cha::ges  with  new  and  creative  approaches.  We  are  doing  so 
in  three  baaic  ways  --  first,  through  a  coherent,  focused 
strategy  for  export  growth;   second,  through  major  new  efforts  to 
commercialize  civilian  technology  as  a  rr.eans  of  economic  growth; 
and  third,  through  ccmm-jnity  economic  development  activities. 

I  will  addresg  each  effort  in  turn. 


FOCUSED  STRATBOY  FOR  BXPOHT  GROWTH 

Mr.  Chairrran,  the  Department  of  Commerce  is  committed  to 
dramatically  l.Tiproving  the  way  in  which  the  federal  government 
promotes  exports  of  defense  conversion  products.   In  fact,  as  you 
know,  1  aji  currently  leading  an  interagency  effort  to  reform 
export  prcir.otion  for  all  goods  and  services.   The  Trade  Promotion 
Coordinating  Committee  (TPCC)  --  which  you  played  such  a  critical 
role  in  codifying,  Mr.  Chairman  ••  is  developing  a  long-term 
strategic  plan  for  export  promotion  for  the  federal  government. 
We  will  be  reporting  to  Congress  by  September  30  on  the  results 
of  our  work.   Although  the  TPCC  deliberations  are  still  ongoing, 
allow  me  to  provide  a  preview  of  the  process  we  have  used,  and 
the  issues  we  are  confronting  in  fundamentally  reforming  federal 
export  promotion. 

I  determined  that  we  needed  to  create  a  fairly  unusual 
interagency  prsceas,  in  the  spirit  of  "reinventing  governm.ent ,  " 
In  order  to  develop  bold  and  far-reaching  recommendations.  We 
formed  three  working  groups  with  representatives  of  all  nineteen 
agencies  and  had  them  meet  together  every  day,  three  hours  per 
day  for  one  month.  These  intensive  sessions  were  designed  to  get 
each  agency  to  forget  about  turf,  to  take  off  their  agency  hate 
and  to  "expand  the  realm  of  the  possible"  in  their  thinking  about 
export  pro-Tiotlon.  At  the  same  time,  we  asked  each  working  group 
to  consult  with  a  number  of  U.S.  businesses  engaged  in  export. 
To  date,  we  have  heard  from  over  one  hundred  companies  and  trade 
groups.   Finally,  Mr.  ChairffLan,  we  have  begun  an  extensive 
program  of  Congressional  outreach,  and  additional  private  sector 
outreach,  as  we  move  toward  crystallizing  recommendations  for  the 
strategic  plan. 

Our  premise  for  creating  the  working  groups  was  that  we  must  form 
new  partnerships  •-  between  the  public  and  private  sectors;  and 
between  state  and  federal  government.  We  must  examine  the  ways 
in  which  government  interacts  with  the  private  sector  to  expand 
exports  and  then  find  ways  of  restructuring  that  relationship. 


37 


The  preliminary  recornmendations  being  developed  by  the  working 
groups  fall  into  five  basic  categories: 

First,  we  nust  strea-iCLine  prograims .  The  federal  government  r.ust 
carefully  define  client  groups,  the  needs  of  those  groups,  amd 
focus  particular  agencies  on  serving  them.   This  will  eliminate 
overlap  and  duplication  in  the  provision  of  federal  governrr.ent 
services,  amd  will  bring  a  customer  service  focue  to  our  efforts 
as  well. 

Second,  we  must  leverage  resources  more  effectively.   We  must  use 
the  resources  of  the  private  sector  and  of  st  >.te   and  local 
goverr.T.ents  tD  expand  and  improve  service.   T'.-.e  federal 
goverr-T.ent  should  only  intervene  where  the  market  has  failed,  and 
where  other  r.echanisrr.fl  are  inadequate.   In  time,  we  need  to  m.ove 
toward  becoming  more  of  a  wholesaler  of  services,  and  less  of  a 
retailer. 

Third,  we  must  allocate  resources  rationally.   Simply  put, 
federal  resources  must  be  spent  so  that  we  get  the  biggest  bang 
for  the  buck.   This  means  we  m^jst  carefully  evaluate  which 
programs  do  the  most  to  advance  our  goals  of  expanded  exports, 
and  increased  export -related  jobs.   .Resources  then  should  flow  to 
these  programs  which  do  irajcimize  results,  amd  away  from,  those 
which  do  not  have  the  same  impact. 

Fourth,  we  must  rem.ove  or  reduce  unnecessary  governir.ent- imposed 
obstacles  to  exporters.   Export  controls  are  one  good  examiple. 
While  there  are,  of  course,  legltix^te  security  and  foreign 
policy  objectives,  ir.cluding  non-proliferation,  being  met  by  our 
systsTi  of'exporc  controls,  the  current  system  is  so  unwieldy  and 
bureaucratic  that  it  is  a  rajor  impediment  to  doing  business.  A 
n-jmber  of  reviews  of  the  current  system,  including  those  by  a 
National  Security  Council  and  National  Economic  Council 
interagency  working  group,  the  Vice  President's  National 
Performance  Review,  and  many  private  sector  studies,  as  well  as 
the  TPCC  initiative,  have  all  pointed  to  the  need  for  reform  of 
the  export  control  system.   Without  prejudging  the  details  of 
these  efforts,  I  expect  to  receive  recomrriendations  to  streamline 
the  administrative  processing  of  licenses  to  be  more  timely, 
transparent,  and  consistent;  to  minirize  duplication  and  delay; 
and  to  provide  for  prompt  resolution  of  disputes.   I  also  expect 
the  TPCC  recommendations  will  address  the  need  to  liberalize 
controls  on  goods  widely  available.   I  look  forward  to  working 
closely  with  you  and  members  of  this  Committee  on  export  control 
issues  generally,  and  in  particular  on  renewal  of  the  Export 
Administration  Act. 

Finally,  we  must  measure  performance.   We  must  develop 
quantitative  performance  measures  to  guide  our  decisions  in 
export  promotion,  and  must  use  then  to  refine  and  evaluate  our 
programs. 
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Mr.  Chaiman,  the  •tracegic  plan  being  created  by  the  TPCC  will 
improve  significantly  the  federal  govarnnent's  aibility  to  asslBt 
those  firms  and  workers  affected  by  defense  cutbacks.   For 
exainpla,  the  increased  emphasis  jon  highly  specialized  business 
counaeling  through  the  creation  of  one-stop  shops  and  the 
development  of  private- sector  counseling  networks  will  mean  that 
crany  more  firms  will  receive  the  help  they  need  to  enter  new 
markets.  They  will  receive  the  kind  of  specific  services  in 
product  re-design,  shipping  issues  and  trarket-lead  development 
that  are  needed  to  build  civilian  exports.   At  the  same  time,  we 
will  help  these  firms  increase  overseas  sales  by  reducing  or 
rexcving  sorr.e  of  the  key  regulatory  barriers  to  export. 

CO«JffiRCIXLIZINO  TBCHIJOLOOY 

Just  as  a  key  to  exporting  is  information,  so  is  access  to 
infcrmation  on  technology  a  key  to  competitiveness.   Export 
opportunities  only  translate  into  jobs  at  home  if  the 
opportunities  are  converted  Into  sales.  And  to  get  those  sales, 
businesses  need  to  ir,fike  sure  that  the  advanced  manufacturing 
technologies  and  processea  are  in  place  to  make  quality  products. 
Comr.erclalizing  civil -(.an  technology  as  a  vehicle  for  job  creation 
and  eccnomlc  growth  is  the  second  major  thrust  of  our  efforts  in 
defense  conversion. 

Our  Manufacturing  Extension  Partnership  (MBP) ,  to  be  operated  by 
the  National  Institute  of  Standards  and  Technology  (NIST) ,  will 
play  an  important  role  in  enabling  sn-all-  and  medium- sized 
companies  mere  competitive  internationally.   The  objective  of  the 
MB?  is  to  help  Aff.erlcan  iranufacturere  become  more  competitive 
through  ongoing  technological  advancer.ent.   it  seeks  to  mobilize 
existing  sources  of  rranufacturlng  technology,  advanced 
manufacturing  practices,  and  business  assistance,  and  then  link 
them,  to  state  and  local  assistance-providers  and  U.S. 
manufacturers  via  nationwide  networks. 

The  Manufacturing  Extension  Partnership  has  four  major 
components: 

o    Kaaufacturlng  Technology  Centers.  The  Manufacturing 

Technology  Centers  program  was  created  by  the  1988  Omnibus 
Trade  and  Competitiveness  Act  to  iirqsrove  the  competitiveness 
of  U.S.  based  small-  and  medium- sized  manufacturers  through 
advances  in  technology  utilization.  Since  1988,  seven 
Manufacturing  Technology  Centers  (MTCs)  have  been 
established  in  Cleveland,  Ohio;  Albany,  New  York;  Columbia, 
South  Carolina;  Ann  Arbor,  Michigan;  Kansas  City,  Kansas; 
Minneapolis,  Minnesota;  and  Los  Angeles,  California.  Over 
6,000  firms  have  participated  in  MTC  activities.  Hundreds 
of  small-  and  medium- sized  companies  have  benefitted  from 
in-depth  assessments  of  their  manufacturing  and  business 
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oparationa,  and  thouBamds  more  have  participated  in 
workehopa  and  seminars.   Many  collatoratione  have  resulted 
in  the  licensing  of  federal  technologiee,  the  designing  of 
'-aw  procesBes,  and  the  introduction  of  new  products  into  the 
market.  The  results  of  a  two-year  pilot  survey  of  client 
finr£  in  Ohio  and  New  York  shews  that  these  MTC   client  firms 
have  increased  their  exports  by  over  148*. 

One  example  of  the  success  of  the  approach  is  liarkei. 
gcoufm.  an  analytical  rarketing  cool  which  is  helping 
3rall-  and  mid-size  manufacturers  Increase  their 
competitiveness  and  their  exports,   y^r^gt  ScPVtTM  was 
developed  by  the  NIST  mC   in  Ann  Arbor,  Michigan  to 
help  small-  and  medium.-slred  manufacturers  identify  the 
national  and  international  markets  and  products  that 
o^'fer  them  the  greatest  potential.  t:ariiet  gCgUtIM 
prov'dea  cruldes  to  current  markets  and  identifies  those 
with  the  best  opi^ortunities  for  growth.   It  describes 
the  b«st  markets* for  manufacturers'  current  products 
and  suggests  new  markets  in  which  current  and  closely 
related  products  could  be  sold.   It  coaches  the 
a-annfacturer  in  evaluating  a  new  market  opportunity  and 
developing  an  action  plan.  And  it  describes  the 
characteristics  of  major  industries  and  their 
suppliers.   In  a  nutshell,  V^^vKQt  $Qc?V^m   helps  smaller 
manufacturers  answer  key  questions:   In  which  growing 
markets  can  your  current  products  be  sold?  and,  What 
other  products  can  you  rrake  with  m,odest  changes  in 
production,  and  in  which  markets  can  they  be  sold? 

Another  of  our  successes  is  A(;;guSpraY.  a  small 
manufacturer  in  Bedford  Heights,  Ohio,  which 
specializes  in  high  volume,  low  pressure  paint  spraying 
equipr.ent.  This  system  of  paint  spraying  is  relatively 
new,  but  is  responding  to  the  growing  market  needs 
created  by  stringent  environmental  regulations 
currently  in  California,  Texas,  and  New  York,  and  under 
consideration  in  23  other  states,  with  the  assistance 
of  the  Great  Lakes  MTC,  AccuSpray  was  able  to 
significantly  improve  its  production  and  business 
operations,  and  to  redesign  some  of  its  key  products  to 
more  effectively  respond  to  the  requirements  of  these 
environmental  regulations.   As  a  result  of  these 
changes,  AccuSpray  has  increased  its  share  of  the 
market  and  is  now  exporting  its  products. 

A  third  is  ft,rp  r:if>flrvat-er  Pnterpriaeg  Jjnc-/  a 
manufacturer  of  aluminum  forms,  ducts,  vents,  ana 
exhaust  outlets  for  aircraft,  which  has  received 
assistance  from  our  new  California  MTC.     Ace  Clearwater 
found  its  production  capability  severely  strained  when 
its  customers,  including  Boeing  Co.,  unexpectedly 
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Incraaged  ordar*.   The  California  MTC  helpad  Ac« 
Clearwater  update  its  manufacturing  through  a  tailored 
program  of  Total  Quality  >5anagement  and  statistical 
process  control;  helped  conduct  145  hours  of  related 
training  for  shop- floor  employees  and  100  hours  for  10 
iranagement  employees.  As  a  result,  Ace  Clearwater  has 
significantly  increased  its  production  capabilities, 
and  has  received  Boeing's  highest  supplier  quality 
award.  Ace  Clearwater  is  continuing  to  work  with  the 
California  MTC  on  follow-up  training  and  other  areas. 

e    Manufacturing  Ojtraach  Canttrs.  The  outreach  centers  are 

intended  to  provide  services  in  areas  of  lower  manufacturing 
concentration  (as  free-standing  centers)  or  to  extend  the 
effective  reach  of  the  MTCs  (as  satellites  to  an  MTC) .   They 
will,  in  Dost  cases,  be  run  by  established  institutions: 
technical  collegas,  state  technology  extension  servlcQB,  and 
other  non-profit  technology  transfer  organizations.   The 
manufacturing  outreach  centers  will  be  the  principal  entry 
points  for  the  companies  served  by  the  Partnership. 

o    State  Technology'  Bxteaiion  Prograa.   The  State  Technology 
Sxtension  Program  (STEP)  provides  technical  assistance  and 
funding  to  the  states  for  planning  and  implemGntatlon  of 
state-based  industrial  extension  infrastructure.   Since 
198S,  34  states  have  participated  in  the  prograwi.   By  1997, 
the  STSP  expects  to  esteOslish  relations  with  all  50  states. 

o    X  «yat«a  of  linXage,  or  "LIUXS*.  This  system  takes  two 
forffj.   First,  a  network  syster.  to  link  all  of  the 
modernization  service  providers  and  the  sources  of 
technology.  This  will  use  existing  hardware  networks  and 
new  network  facilities  developed  outside  of  the  prograun. 
The  Partnership  will  overlay  the  information  management 
systems  necessary  for  Its  services.   Second,  MBP  actively 
recruits  and  coordinates  participation  by  all  federal 
agencies  which  have  programs  related  to  mauaufacturlng  -- 
this  way  America's  small  manufacturers  can  be  provided  with 
the  "one- stop  shopping"  they  require. 

TechnolocTY  Reinv6tm«at  ProHeot  Cns) 

While  commercializing  civilian  technology  is  an  ongoing  function 
of  NIST  and  the  Department,  the  President  has  also  proposed  a 
Technology  Reinvestment  Project  (TRP)  as  a  piece  of  the  national 
defense  conversion  effort.   TRP's  mission  is  to  stimulate  the 
tremsition  to  a  growing,  integrated,  national  industrial 
capability  which  provides  the  most  advanced  and  affordable 
military  systems  and  the  most  competitive  commercial  products. 
TRP  progr«ur^  are  Intended  to  help  create  high-quality,  high-wage 
jobs  for  American  workers  in  commercial  and  dual -use  U.S. 
industriea,  and  to  enhance  U.S.  competitiveness. 
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The  TRP  deployment  activitlto  of  our  defense  conversion  effort 
are  based  on  the  strengths  of  NIST's  Manufacturing  Technology 
Centers  prograjn  and  are  structured  to  be  consistent  with  NIST's 
Manufacturing  Extension  Partnership.   We  pleun  to  play  a  major 
role  in  the  deployr.ent  activities.   We  are  working  closely  with 
the  Defense  Department's  (DOD)  Advamced  Research  Projects  Agency 
(ARPA)  and  with  the  Snergy  Department's  national  laboratories, 
N.^lSA's  technclogy  transfer  centers,  DOD's  centers  of  excellence 
and  laboratories,  and  related  institutions  throughout  government 
on  this  effort. 

.The  Manufacturing  Extension  Service  Providers  portion  of  the  TRP 
will  receive  $37  rillion.   In  addition,  .VIST  will  have  some  other 
activities  in  the  technology  deployr.ent  category.   Based  on  the 
number  of  strong  proposals  expected,  NI3T  estiirates  that  awards 
will  be  given  to  5  entitles  similar  to  the  Manufacturing 
Technology  Centers,  25-30  entitles  similar  to  the  Manufacturing 
Outreach  Centers,  and  a  substantial  n^Jirijer  of  State  Technology 
Extension  Program -li"<e  projects.  We  anticipate  that  the 
expenditures  under  the  TRP  will  be  spread  over  two  years. 

CCMMUKITY  ASSISTANCB 

In  addition  to  the  NIST  technology  reinvestment  programs, 
CosTT.erce  has  other  resources  addressing  defense  conversion  Issues 
and  its  iipact  on  communities.   These  efforts  are  centered  in  the 
Economic  Development  Administration.   We  will  use  BDA's 
adjustment  prograj;S  tc  help  our  comm^unities  build  bridges  between 
a  defense-oriented  past  and  a  future  of  sustained  economic 
growth.  HDA  will  .have  an  expanded  role  in  the  area  of  defense 
adjustment,  especially  in  areas  hit  hardest  by  the  closing  of 
military  installations  or  the  loss  of  military  contracts. 

EDA' 8  approach  to  help  impacted  communities  Is  increasingly 
aggressive.  Those  that  meet  the  economic  dislocation  threshold 
criteria  --  essentially  a  coirparlson  of  the  job  loss  attributable 
to  the  closing  measured  against  the  size  cmd  relative  strength  of 
the  area's  employment  base  --  will  be  eligible  for  federal 
assistance.  In  cooperation  with  the  Department  of  Defense  Office 
of  Economic  Adjustment,  responses  to  defense  closings  will  be 
accelerated. 

Due  to  the  need  for  additional  funds  for  economic  adjustment 
activities.  Congress  previously  appropriated  additional  funds  for 
use  under  BDA's  Title  IX  Economic  Adjustment  Program  specifically 
for  defense  adjustment  assistance.   $50  million  was  transferred 
from  DOD  to  EDA  in  February  of  1992,  and  a  second  increment  of 
$80  million,  which  must  be  obligated  by  the  end  of  FY  1994,  was 
transferred  by  Secretary  Aspin  on  March  25th.  As  of  this  date, 
EDA  has  invited  64  applications  for  over  $89  million  and 
approved  27  of  them  amounting  to  $35.3  million  in  grants. 


42 


With  Che  transfer  of  the  $80  million  and  the  anticipated  funds 
for  FY  1994  for  EDA  defense  adJuBtment  activities,  EDA  has 
resuir.ed  inviting  defense  adjustment  applications.   Propogala  to 
carry  out  adjustment  strategies  can  include  such  activities  as 
converting  military  facilities  for  non-military  use  and  funding 
related  infrastructure  improvements.   They  can  also  propose  to 
establish  revolving  loan  funds  to  provide  businesses  the 
resources  needed  to  diversify  the  local  economy.  Other  types  of 
activities  SEA  can  fund  include  such  activities  as  constnaction 
of  "incubator  buildings'  to  house  start-up  businssses  and  the 
extension  of  technical  assistance.   KDA  will  give  priority  to 
innovative  proposals,  particularly  those  that  effectively  lirJc 
economic  recovery  with  the  reemployment  of  dislocated  worJcers  or 
the  ccmrr.erclalization  of  technology. 

PILOT  PROJECT  IHSLZM3NTATI0H 

In  addition  to  our  long-term  commitment  to  defense  conversion 
programs  with  impact,  we  also  are  committed  to  providing 
LTzr.ediate  assistance  to  U.S.  Industry.   In  fact,  the  Bureau  of 
Export  Administration  (BXA)  has  jus^  implemented  a  new  pilot 
project  in  California  to  assist  the  defense  sector,  which  has 
been  affected  disproportionately  by  military  downsizing. 

Defense  companies  in  California  and  elsewhere  in  the  United 
States  face  a  significant  competitive  challenge  in  overseas 
rrarkets.   Comr.erce  assistance  to  defense  exporters  though  export 
promotion  and  foreign  nrarket  assessments  will  be  an  important 
part  of  this  pilot  project.   The  project  also  incorporates  the 
expertise  of  other  federal  agencies,  including  the  Cepartm.ent  of 
State,  and  provides  "fast  track"  export  licensing  support  to 
California's  defense  companies. 


CONCLUSION 

Our  export  pro.'notlon  and  counseling  prograjns  at  ITA  and  BXA  are 
the  most  direct  way  the  Department  will  assist  U.S.  business  to 
meet  the  challenges  of  diversification  through  export  growth. 

I  assure  you  also  that  I  Intend  to  continue  my  activities  as  an 
aggressive  advocate  for  American  business  abroad.  Export 
promotion  and  the  growth  of  our  export  industry  is  vital  to  U.S. 
long-term  economic  strength  and  revitalization.   The  TPCC  report 
in  September  will  underscore  that  fact  by  Btreaimllning  our 
procesBSB . 

In  a  larger  sense,  other  Catmerce  progrcima,  particularly  NIST' s 
Manufacturing  Technology  Centers  program,  also  play  an  integral 
part  in  promoting  U.S.  exports.   These  programs  clearly  help  our 
businesses  hone  their  competitive  edge. 

Whils  the  adjustment  process  will  ba  difficult  for  businesses, 
workers  and  communities  alike,  we  will  make  sure  we  are  doing 
everything  we  can  to  smooth  and  expedite  the  transition. 

Thank  you. 
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Good  morning,  Mr  Chairman  and  distinguished  members  of  this  subcommittee.  1 
am  Joel  Marsh,  director  of  Government  Acquisition  Pohcy  for  United  Technologies 
Corporation  (UTC).  It  is  my  pleasure  to  appear  before  you  today  to  express  the 
views  of  United  Technologies  on  defense  conversion  and  its  potential  for  economic 
diversification  of  defense  industries    With  me  today  are  Terrence  P  Hoye  and  Jay 
Frankel  from  Pratt  &  Whitney's  Turbo  Power  and  Marine  Systems  Inc.  (TP<^M)  and 
Henry  DeRonck  from  International  Fuel  Cells  Corporation  (IPC). 

First,  I  want  to  thank  you  for  your  long-term  support  of  the  economic  well-being  of 
U.S.  industry  and  the  more  recent  government  initiatives  to  convert  the  excess 
capacity  of  US  defense  industries  to  other  markets. 

Since  the  early  1970s,  UTC  has  pursued  diversification  and  globalization  as  a 
business  strategy.  We  recognized  a  need  to  reduce  our  dependence  on  US  defense 
programs    We  also  recognized  that  the  greatest  potential  growth  markets  were 
outside  the  United  States  and  that  exports  and  international  business  were  the  keys 
to  corporate  growth    We  have  been  successful  m  our  efforts  to  diversify    UTC  has 
reduced  its  dependence  on  government  business  from  approximately  50%  of 
revenues  in  the  early  1970s  to  20%  in  1992.  Also,  we  have  been  successful  in 
becoming  a  global  company.  In  the  early  1970s  approximately  20%  of  our  business 
was  international.  Today,  it  is  at  55%  and  growing. 

While  we  have  been  successful  in  our  diversification  and  globalization  strategy, 
there  are  segments  of  our  business  that  have  been  hit  hard  by  the  poor  global 
economic  conditions  and  by  the  rapid  decline  m  U.S.  government  sales.  Also,  sales 
of  our  commercial  aviation  products  have  suffered  from  the  troubled  airline  industry 
throughout  the  world.  We're  optimistic,  however,  that  as  global  economic 
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conditions  improve  and  our  actions  to  restructure  and  nght-size  our  operations  to 
compete  m  the  global  marketplace  take  full  effect,  we'll  see  those  segments  return 
to  health    However,  to  the  extent  that  certain  segments  of  our  busmess  are 
mfluenced  by  defense  markets,  the  futiire  is  uncertam. 

Like  other  large  US.  defense  contractors,  UTC  has  invested  in  the  capital 
equipment  and  skilled  workforce  to  develop  and  produce  high  technology  defense 
equipment    We  are  all  now  facing  the  problem  of  excess  defense  industrial  capacitv' 
due  to  the  rapid  decline  m  defense  procurement  budgets.  Without  new  products  and 
new  markets,  the  industnal  workers  and  management  know-how  formerly  employed 
to  support  the  defense  industnal  base  will  dissipate    The  nsk  is  that  we  will  not  be 
able  to  maintain  a  stable  industrial  base  structured  for  future  defense  needs. 

Much  has  been  said  in  recent  years  about  how  defense  industries  successfully 
converted  themselves  at  the  end  of  the  previous  wars.  I,  for  one,  do  not  believe  that 
the  lessons  learned  m  the  past  about  defense  conversion  are  the  appropnate 
prescnption  for  solving  our  current  problems.  Let  me  explain  my  view.  At  the  end 
of  World  War  11  the  people  m  this  countrv  had  worked  hard  supporting  the  war 
effort,  were  debt  free,  had  money  in  the  bank,  and  wanted  to  buy  products  that  they 
had  been  unable  to  buy  during  the  war   Before  it  was  diverted  to  the  war  effon  in 
the  early  1940s,  U.S.  industry  had  given  consumers  a  taste  of  the  products  that 
would  make  life  more  comfortable.  At  the  end  of  the  war,  excess  defense  industnal 
capacity  quickly  converted  itself  back  to  peacetime  production  to  respond  to  the 
pent-up  civilian  market  demand.  In  other  words,  there  was  a  huge,  clearly 
identifiable  market  available  for  conversion  at  the  end  of  W.W.II.  Remember,  too, 
that  at  the  end  of  W.W.II  most  of  the  mdustnal  capacity  outside  the  United  States 
was  either  destroyed  or  heavily  damaged,  leaving  little  foreign  competition  for  the 
U.S.  industrial  base  to  be  concerned  about. 
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During  the  1950s  and  1960s,  U.S.  industry  devoted  much  of  the  attention  to 
satisfying  the  hungry  civilian  market  --  demand  kept  nsmg,  and  industry  responded 
Then,  as  the  need  for  defense  equipment  began  to  grow  in  response  to  the  "Cold 
War,"  industry  did  not  abandon  its  civilian  markets,  but  instead  added  capacity  to 
satisfy  the  growing  defense  market  needs.  Now,  at  the  end  of  the  "Cold  War,"  there 
is  little  pent-up  unsatisfied  demand  for  civilian  products.  The  supply  and  demand 
relationship  is  fairly  balanced  in  the  civilian  economy,  while  the  defense  sector  of 
US.  industrial  base  is  being  reduced  to  less  than  50%  of  its  peak  capability.  This 
leaves  tremendous  excess  defense  industrial  supply  capacity  without  a  matching 
market  demand    Furthermore,  when  we  look  at  most  other  industrialized  nations  we 
find  somewhat  the  same  picture  —  a  civilian  market  that  is  being  efficiently  satisfied 
by  the  civilian  sector  industrial  base  and  a  highly  specialized  defense  industrial 
sector  that  is  too  big  for  its  dwindling  defense  markets. 

The  main  problem  that  US  industry  faces  in  today's  conversion  and  diversification 
effort  is  not  a  shortage  of  technology,  skilled  labor,  facilities  or  equipment  —  we 
have  an  abundance  of  those    What's  missing  in  this  economic  equation  are  markets  - 
-  demand  for  products  we  can  produce  and  customers  who  can  pay  for  satisfying 
their  demand. 

Industrialized  nations  must  find  markets  for  their  excess  capacities  or  face 
elimination  of  those  capacities--a  much  different  situation  than  at  the  end  of  WW. 
II    The  choices  today  for  finding  or  developing  markets  are  fairly  limited.  Choices 
are:  ( I )  take  someone  else's  market  by  producuig  a  better  product;  (2)  create  a  new 
product  that  consumers  will  demand,  therefore  generating  a  new  market;  or  (3) 
develop  markets  where  "wants  and  needs"  exist  but  the  ability  to  pay  is  lacking    An 
example  of  this  is  the  situation  confronting  developing  countries  rich  in  natural 
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resources  but  without  the  infrastructure  to  create  real  buying  power  These  are  all 
tough  challenges,  particularly  for  high  technology  defense  industries  and  certainly 
quite  different  from  the  conversion  situation  at  the  end  of  WW. II. 

UTC  is  actively  participating  m  government  initiatives  for  defense  conversion.  Such 
participation  is  essential  for  government  and  industry  since  we  must  work  together 
as  partners  to  find  the  successful  formula  for  conversion.  The  most  visible  initiative 
is  DOD's  Advanced  Research  Projects  Agency  (ARPA)-led,  multi-agency  program. 
This  initiative  on  Defense  Technology  Conversion,  Reinvestment  and  Transition 
Assistance  is  commonly  referred  to  as  the  Technology  Reinvestment  Project  (TRP). 
The  FY  93  TRP  is  funded  at  $47 IM    While  a  portion  of  the  TRP  is  focused  on 
worker  and  community  assistance,  a  larger  part  is  targeted  at  technology 
development  and  deployment.  TRP  proposals  were  submitted  on  July  23  and 
awards  are  expected  in  the  fall.  Press  reports  indicate  that  some  3,000  TRP 
proposals  were  submitted  by  industry  with  an  aggregate  request  for  approximately 
$8.3B  government  funding. 

UTC's  basic  approach  to  TRP  is  to  stay  withm  the  framework  of  our  "core 
businesses"  and  leverage  our  corporate  R&D  dollars  by  using  a  portion  of  the 
results  from  previously-spent  R&D  money  m  combmation  with  TRP  fiinding.  UTC 
operating  units  are  participating  in  approximately  thirty  TRP  proposals  for  programs 
generally  drawn  from  our  operating  unit  technology  plans.  Therefore,  these  projects 
fit  our  overall  strategic  plans. 

In  some  TRP  proposals,  we  assume  the  lead  role,  while  in  others  we  are  part  of  a 
large  team.  Our  team  members  include,  for  example.  The  Boeing  Company,  AT&T, 
General  Dynamics,  IBM,  General  Motors,  Ford,  Dow  Chemical,  the  states  of 
Flonda  and  Connecticut,  and  state  universities  in  both  Florida  and  Connecticut.  Our 
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TRP  proposals  range  from  a  high-pnonr>,  Pratt  &  Whitney-led  "Affordable 
Composites  for  Propulsion"  program  to  more  diverse  programs  such  as  the 
"Enterprise  Florida,"  the  "Connecticut  Manufactunng  Excellence  Center,"  and 
"TECHCONN."  In  the  latter  proposals,  UTC  and  its  units  have  teamed  with  state 
experts,  academia  and  other  industnes  in  programs  involving  ergonomics, 
technology'  dissemination  and  employee  retraining.  These  state-related  programs 
are  funded  by  both  the  state  and  the  federal  TRP  program. 

Although  TRP  focuses  on  dual-use  and  commercialization  of  defense  technology,  we 
had  a  limited  opportunity  to  include  Carrier,  Otis  and  UT  Automotive  (our  non- 
defense  units)  in  the  FY  93  proposal  development  cycle    However,  Camer  is 
participating  in  one  proposal  with  P&W  and  an  Air  Force  lab  to  develop  a 
hydrostatic  beanng  for  use  m  our  liquid  rocket  motors  and  in  air  conditioning 
equipment    This  is  a  classic  dual-use  technology  program  and  could  provide  Carrier 
with  a  competitive  advantage  in  the  international  air  conditioning  marketplace. 
Camer,  Otis  and  UT  Automotive  will  be  more  involved  in  UTC  FY  94  TRP 
activities. 

The  future  of  government-funded  defense  conversion  programs  is  uncertain. 
Although  President  Clinton  has  stated  that  he  intends  to  provide  $20B  for  defense 
conversion  over  five  years,  the  level  of  funding  bemg  discussed  for  FY  94  is 
disproportionate  to  both  the  administration's  objective  and  current  industry 
proposals    Thus,  it  is  clear  that  the  prescnption  for  defense  conversions  is  not  in 
hand.  However,  the  FY  93  TRP  program  is  a  step  m  the  right  direction.  As  we 
better  understand  the  process  and  potential  markets  begin  to  emerge,  well  need  to 
adjust  certain  government  initiatives  in  defense  conversion.  Therefore,  we  think  that 
it  is  important  for  UTC  and  other  members  of  industry  to  be  involved  with  the 
government  in  shaping  and  focusing  defense  conversion  programs  for  the  out-years. 
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Since  markets  are  usually  defined  in  terms  of  products,  we  believe  that  sooner, 
rather  than  later,  we'll  need  to  move  conversion  programs  away  from  technology 
development  and  focus  more  on  product  development  so  that  we  can  create  jobs  and 
enhance  U.S.  competitiveness. 

In  addition  to  our  participation  in  the  government's  TRP  program,  UTC  is 
undertaking  a  nimiber  of  near-term  product  developments  which  offer  opportunities 
for  defense  conversion  and  economic  diversification.  For  instance,  Mr  Chairman, 
you  have  been  a  strong  supporter  of  Pratt  &  Whitney's  development  of  the  FT4000 
industrial  gas  turbine  and  International  Fuel  Cells  PC25  electrical  power  generator. 

The  FT4000  industrial  gas  turbine  program  is  a  Pratt  &  Whitney  initiative  to 
develop  an  economical  and  energy  efficient  electrical  power  generation  unit  derived 
from  Its  newest  and  largest  commercial  aircraft  engine,  the  PW4000.  The  program 
is  an  excellent  example  of  diversification  -  transfemng  available  technology  and  a 
skilled  labor  force  to  a  new  and  potentially  high-growth  commercial  use.  The 
program  would  also  draw  upon  Pratt  &  Whimey's  existing  network  of  United  States 
suppliers.  The  FT4000  program  will  help  stabilize  and  maintain  the  manufacturing 
capacity  m  the  northeastern  region  and  will  contribute  in  a  significant  way  to  the 
maintenance  of  the  industrial  base  of  the  United  States. 

The  FT4000  will  help  fill  the  gap  in  the  world's  largest  electrical  equipment  demand. 
Each  FT4000  will  provide  47  million  watts  of  power,  enough  to  serve  9,400 
households.  It  will  produce  electricity  at  a  cost  about  1 7%  less  than  the  most 
common  form  of  electrical  power  generation  in  the  U.S.  today.  Additionally,  this 
technology  has  great  environmental  advantages  over  conventional  power  generation 
by  eliminating  sulfur  emissions  and  reducing  nitrous  oxide  emissions  by  94%. 
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This  program  uill  be  the  third  aircraft  engine  that  Pratt  &  Whitney  has 
industrialized.  The  first,  the  FT4,  was  developed  in  the  1960s,  the  second,  the  FT8, 
became  commercially  available  in  1992    In  the  past  two  years,  twenty  FT8s  were 
delivered.  Of  those,  nme  were  exported  and  five  went  to  Japan. 

In  the  case  of  International  Fuel  Cells  PC25,  much  of  the  technology  was  developed 
under  Department  of  Energy  (DOE)  programs,  managed  by  the  Morgantown  Energy 
Technology  Center  (METC).  The  PC25  is  a  200  kilowatt,  water-cooled  phosphoric 
acid  fliel  cell  that  operates  on  methane,  the  primary  constituent  of  natural  gas.  The 
fiiel  cell  technology  is  proven    Now  the  issue  for  the  PC25  is  unit  cost  reduction. 
Unfortunately,  DOE  has  declined  to  participate  in  the  development  and  market  entry 
of  the  PC25.  The  Amencan  Gas  Association  (AGA)  and  the  Gas  Research  Institute 
(GRI)  have  urged  the  DOE  and  Congress  to  expedite  the  commercialization  of  the 
PC25. 

Foreign  governments  and  companies  are  focusing  on  overcoming  the  lead  of  IFC 
and  the  US.  phosphonc  acid  fuel  cell  power  plant  technology,  and  they  are  also 
pursuing  molten  carbonate  and  solid  oxide  technology  to  see  if  they  can  become 
commercially  viable    UTC  is  also  participating  in  the  pursuit  of  fuel  cell 
technologies  other  than  phosphoric  acid,  both  in  transportation  applications  as  well 
as  stationary  utility  applications.  The  Department  of  Energy  should  support  U.S. 
world  leadership  in  these  technologies. 

Section  1608  of  the  Energy  Policy  Act  of  1992  established  a  technology  transfer 
program  to  assist  U.S.  companies  in  developing  overseas  markets  for 
envu-onmentally  friendly  products.  Fuel  cells  and  aero-derivative  gas  turbines  such 
as  the  FT4000  are  two  of  the  eligible  technologies.  Expenditures  of  SIOOM  per  year 
were  authorized  in  fiscal  years  1993  through  1998.  Appropriation  of  funds 
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previously  authorized  for  this  type  of  program  would  be  of  great  assistance  to  U.S. 
companies  seekmg  to  bring  such  products  to  the  world  market 

Both  the  FT4000  and  the  PC25  have  export  markets.  The  challenge  is  to  complete 
product  developments  in  time  to  capitalize  on  these  markets,  since  there  are 
international  competitors  quite  willmg  to  satisfy  them. 

Mr.  Chairman,  m  your  request  for  information  you  asked  w  hat  the  federal 
government  could  do  to  further  the  export  of  defense  conversion  or  diversification 
products.  First  we  must  recognize  the  importance  of  selling  current  products,  both 
commercial  and  defense,  in  international  markets  as  essential  to  the  process  of 
diversification  and  conversion.  Conversion  is  not  an  overnight  proposition.  It  will 
require  expenmentation  and  continuous  market  research  and  analysis.  Finding 
economic  uses  for  our  excess  defense  industrial  capacity  could  take  a  number  of 
years.  Meanwhile,  survival  for  many  companies  will  hinge  on  the  sale  of  current 
products  while  pursuing  a  successful  conversion  process. 

Among  other  near-term  actions  that  the  Congress  and  the  admmistration  could  take 
to  enhance  defense  conversion  and  support  our  opportunities  in  the  international 
markets  are: 

(1)  Eliminate  the  Statutory  Requirement  for  Recoupment  of  Non-Recurring  Costs: 
This  provision  in  the  Arms  Export  Control  Act  requires  the  Department  of  Defense 
to  collect  a  pro  rata  share  of  federal  investment  in  the  research  and  development  in 
Major  Defense  Equipment  (MDE)  when  that  product  is  sold  to  a  foreign 
government  through  the  Foreign  Military  Sales  (TMS)  program.  For  example,  the 
latest  version  of  the  Pratt  &  Whitney  Fl  00  engine  available  for  export  is  subject  to  a 
recoupment  charge  of  approximately  20%  of  its  selling  price.  That's  a  real  price 
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disadvantage  in  the  highly  competitive  international  marketplace  since  our  foreign 
competitors  are  not  subject  to  such  requirements.  The  recoupment  charge  that  we 
experience  is  typical  for  many  defense  products    We  need  your  support  to  eliminate 
the  burden  of  statutory  recoupment  to  enhance  U.S.  competitiveness  and  protect 
U.S.  jobs. 

(2)  Improve  Export  Control  Administration:  Mr.  Chairman,  your  subcommittee  will 
take  the  lead  in  rewriting  the  Export  Administration  Act    There  is  a  very  broad 
consensus  that  the  Act  is  out-of-date  in  light  of  the  changed  global  environment. 
Your  leadership  has  been  vital  m  the  past  and  we  look  forward  to  working  with  you 
to  correct  inefficiencies  in  the  system,  such  as  self-imposed  barriers  to  U.S.  exports, 
especially  in  cases  of  exports  to  our  own  allies.  We  continue  to  need  your  support 
to  eliminate  interagency  disputes  over  export  control  jurisdiction  on  dual-use 
products  and  technologies.  This  is  particularly  relexant  today  as  we  attempt  to 
move  defense  technologies  and  products  into  the  commercial  sector. 

(3)  Strengthen  Export  Financmg:  Congress  has  an  opportimity  this  year  to  address 
Export-Import  Bank  funding  of  exports  and  their  contribution  to  the  economy.  The 
Eximbank  is  an  extremely  important  and  cost-effective  export  promotion  agency 
with  a  positive  leverage  factor  of  subsidy-to-program  support  of  about  1:20. 
Unfortiinately,  the  Bank  may  run  out  of  funds  before  the  end  of  the  fiscal  year,  and 
FY  94  fundmg  for  Eximbank  has  been  cut  in  the  House  bill  by  $57M  from  the 
President's  request.  We  urge  the  Senate  and  House  conferees  to  restore  at  least 
$57M  for  Eximbank  to  better  address  its  projected  demand. 

(4)  Provide  Defense  Export  Financmg:  There  are  friendly  countries  with  legitimate 
defense  needs  that  wish  to  buy  defense  equipment,  but  they  don't  have  a  ready 
source  of  financing.  The  governments  of  many  of  our  international  competitors  find 
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that  providing  financing  offers  their  defense  industries  a  real  competitive  advantage 
A  means  similar  to  the  services  that  Eximbank  provides  for  commercial  exports 
would  provide  U.S.  companies  a  level  playing  field  m  international  competitions. 

(5)  Provide  Stable  Funding  for  POP  Procurement  and  R&D  Budgets.   If  industry  is 
to  focus  resources  and  attention  on  the  task  of  defense  conversion,  it  needs  stability 
in  its  current  business  base.  We  recognize  the  reality  of  a  declining  defense  budget 
However,  we  need  the  government  to  identify  essential  R&D  and  procurement 
programs,  ftind  them  and  stick  to  them.  Without  some  stability  in  those  budgets,  the 
problems  we  face  m  defense  conversion  will  be  much  bigger  than  we  anticipate. 

Mi.  Chairman,  UTC  appreciates  your  support  on  a  broad  range  of  initiatives  and  I 
appreciate  the  opportunit)  to  present  our  views  on  economic  diversification  and 
defense  conversion. 

We  would  be  pleased  to  answer  any  questions  you  may  have. 

Thank  you. 
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INTRODUCTION  &  DESCRIPTION  OF  THE  COMPANY 

Good  Morning  Congressman  Gejdenson   and  distinguished  members  of  the 
subcommittee    on  International    Economic  Policy,  Trade,  and  Environment.     I  am 
Gary  Bennett,   President  and  CEO  of  Analysis  &  Technology,  Inc.   With  me  today  is 
Adelaide  May  hew,  our  Vice  President  for  International    Contracts.    We  are  here 
today  to  give  testimony  because  we  represent   a  firm  in  the  middle  of  implementing 
an  important  defense  diversification  strategy — and  our  success  depends  on  our  ability 
to  expand  into  the  global  market.    Analysis  &  Technology,  known  as  A&T  by  most  of 
our  clients  and  friends,  is  a  middle-sized  firm  with  sales  last  year  of  $116  Million  and 
a  staff  of  1548  employees.    Our  headquarters    operation   is  located  in  North 
Stonington,  Connecticut.    About  half  of  our  staff  (about  800  employees),  work  in 
several  office  facilities  in  the  greater  New  London  area  or  close  by  in  Newport, 
Rhode  Island.    The  remaining  700  or  so  employees  work  out  of  27  offices  in  14 
states.    A&T  is  a  professional  and  technical  services  firm  which  serves  government 
and  industry  clients  in  three  key  areas.    These  are: 

°  Engineering  Services— design,  development,  testing,  evaluation,  field 
engineering  and  logistic  support  principally  for  electronic  systems. 

°  Information  Technologies— integrated  computer  and  telecommunication 
systems,  custom  software  products,  and  sophisticated  on-line  transaction 
processing  systems,  as  well  as  data  base  management   systems  and 
information  kiosks. 

°  Interactive  Multimedia  Training  Systems— desktop  computers,  databases. 
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high  resolution  graphics,  animation,  and  video,  together  with  high-fidelity 
sound,  all  applied  to  improving  operational    performance   in  ways  not 
previously  possible. 

Our  largest  customer  has  been  and  is  the  U.S.  Navy.   Eighty-five  percent  of 
our  revenue  last  year  came  from  various  Navy  customers,  the  largest  being  the 
Naval  Undersea   Warfare  Center  with  its  headquarters    in  Newpon.  Rhode  Island. 
The  remaining   15%  of  our  revenue  base  comes  from  other  federal  agencies  such  as 
the  FAA,  Health  &  Human  Services,  etc.  and  from  Fortune   1000  corporations. 
Last  year's  revenue  included  $1.7  Million  in  sales  to  international    clients.    Most  of 
that  revenue  was  generated   as  a  result  of  foreign  military  sales  of  shipboard  training 
services  and  a  software  product,  called  a  tactical  decision  aid,  both  to  the 
Taiwanese  Navy. 

A&T's  strategic  plan  reflects  our  view  that  excellent  business  opportunities 
exist  in  both  the  defense  and  commercial  markets  we  serve.    Our  strategy  is  to 
continue  to  support  our  customers  in  the  Department    of  Defense,  while  at  the 
same  time  transfer  our  experience  in  the  three  technology  areas  just  mentioned   to 
new  markets. 

Our  core  defense  business  has  remained  strong  despite  a  continuing  decline  in 
defense  budgets.    We  have  found  that  trends  in  Department    of  Defense  budgeting 
favor  A&T,  since  superior  performance   based  on  training,  simulation,  and  technology 
will  continue  to  be  emphasized   so  that  smaller  U.S.  forces  maintain  an  operational 
advantage.    We  have  successfully  grown  our  Navy  support  work  in  high  priority 
programs  such  as  mine  countermeasures,    ship  self  defense,  and  training  systems 
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development.     These  programs  reflect  the  critical  problems  of  national   defense  in  the 
post-Soviet  Union  world. 

A&T  has  always  been  an  entrepreneurial    company  and  we  have  adopted   an 
organizational    philosophy  of  decentralized    business  units,  including  several  majority 
owned  subsidiaries  that  suppons  this  entrepreneurial    spirit  and  encourages   the 
pursuit  of  business  in  new  markets.    Our  attempts  to  diversify  began  in  earnest  two 
years  ago  and  are  now  beginning  to  show  signs  of  success.    I  would  like  to  describe 
some  of  these  attempts   and  the  results  in  each  of  our  three  product/service    lines. 
Engineering   Services,  Information  Technologies,  and  Interactive  Multimedia   Training 
Systems.    I  will  discuss  each  in  the  context  of  their  exportability.    Overall,  our  strategy 
is  to  export  products  and  services  that  we  were  successful  in  selling  here  in  the 
United  States.    We  want  to  be  careful  not  to  spread  our  resources  too  thin  because 
those  resources  are  not  substantial   for  companies  our  size.    By  concentrating   our 
efforts  on  only  a  few  markets,  we  hope  to  be  a  $175  Million  firm  in  1997  with  about 
10%  of  those  sales  coming  from  International    customers. 

ENGINEERING  SERVICES 

A&T's  engineering  services  address  high  priority  defense  issues  for  the  1990s. 
Emphasizing   "off-the-shelf"  and  "affordable  technologies,"  our  services  include 
research  and  development,   testing  and  evaluation,  and  rapid  prototype  development. 
The  Company's  areas  of  expertise  also  include  systems  engineering,  integrated 
logistics  support  (ILS),  simulation  and  modeling,  and  field  services. 

INFORMATION  TECHNOLOGIES 

A&T  has  nearly  twenty-five  years  of  experience  solving  complex  computer 
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systems  integration  and  related  data  processing  problems  for  the  Depanment    of 
Defense.    Building  on  this  foundation,  we  have  developed  advanced  software, 
database   management,   local  and  wide  area  networks,  and  telecommunications 
technologies  that  have  broad  applicability  for  state  and  local  governments  and 
conmiercial  customers. 

A&T's  Arlington.  Virginia  office  is  working  with  the  Electric  Power 
Research   Institute  (EPRI)  to  develop  and  implement  an  artificial  intelligence  (AI) 
product  which  uses  advanced  neural  network  technology  to  predict  rotating 
machinery  failure,  to  improve  the  scheduling  of  maintenance,   and  thus  decrease 
downtime.    Neural  network  technology  has  numerous  applications   in  the  global 
market  ranging  from  physical  security,  to  credit  risk  assessment,  to  automobile 
manufacturing. 

A&T,  through  its  subsidiary.  General  Systems  Solutions,  has  developed  a 
system  which  allows  automobile   and  truck  leasing  firms  to  register  new  vehicles 
with  Connecticut's  Department    of  Motor  Vehicles  (DMV)  electronically  over  a 
PC-based  wide  area  network  directly  tied  to  the  DMV's  mainframe  computer. 
This  system  became  operational    in  April  1993  and  is  a  tremendous    labor  saving 
service  for  both  the  vehicle  leasing  firms  who  are  our  customers  and  for  the 
DMV.    Our  revenue  is  developed  by  charging  a  fee  on  a  per  transaction  basis  as 
each  vehicle  is  registered.    We  are  developing  similar  systems  for  New  York  and 
California  and  are  in  discussions  with  several  other  states.    With  the  substantial 
market  opportunity  represented    in  the  U.S.  for  this  system,  we  do  not  have  any 
current  plans  to  market  the  system  overseas. 
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For  the  moment,  our  attempts  to  export  our  information  technology 
capability  will  be  limited  to  smaller  projects  and  will  probably  be  marketed   as  an 
added  value  feamre  in  foreign  military  sales  proposals. 

INTERACTIVE  MULTIMEDIA  TRAINING  SYSTEMS 

Perhaps  our  best  chance  of  gaining  a  significant  role  for  ourselves  in  the 
International    marketplace    is  through  our  capability  as  a  supplier  of  interactive 
multimedia  training  systems.    I  am  sure  that  you  are  aware  of  the  technological 
breakthroughs   that  are  driving  the  exploding  interactive  multimedia  market. 
Despite  these  breakthroughs,   the  industry  is  facing  some  huge  obstacles  in  taking 
interactive  multimedia  to  the  consumer.    The  problem  is  that  there  are  not 
enough  meaningful  (software)  applications  available  to  excite  the  customer.    A&T 
is  a  builder  of  training  applications  for  the  interactive  multimedia  marketplace.     In 
fact,  we  are  one  of  the  largest  suppliers  in  the  nation  for  this  particular  market 
niche. 

We  have  spent  considerable  effort  in  marketing  our  multimedia  training 
capability  in  the  Middle  East.  We  have  formed  a  partnership  with  a  company 
located  in  the  Middle  East  to  help  us  enter  the  market  there.  So  far  we  have 
been  successful  in  winning  a  few  small  commercial  jobs  and  have  submitted  a 
large  proposal  for  conversion  of  training  materials  to  multimedia  format  for  a 
Ministry  of  Defense  there. 

How  CAN  THE  CONGRESS  HELP  COMPANIES  LIKE  A&T? 

I  would  like  to  close  my  prepared   remarks  by  suggesting  a  few  ways  that 
Congress  might  help  firms  like  A&T  succeed  in  their  pursuit  of  foreign  business. 
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First,  I  would  like  to  acknowledge  the  valuable  assistance  provided  by 
Congressman  Gejdenson   when  he  invited  A&T  to  participate    in  an  international 
trade  mission  to  Taiwan  last  fall.   Our  representative    on  this  trip,  Mr.  James 
Lavoie.  one  of  our  Senior  Vice  Presidents,  indicated  that  the  contacts  made  on 
this  mission  would  never  have  been  possible  without  the  "clout"  of  a  member  of 
the  Congress  of  the  United  States  of  America.    Subsequent   discussions  have 
resulted  in  sound  business  opportunities   which  we  are  aggressively  pursuing. 

In  our  attempts   to  diversify  into  international    markets,  A&T  has  made 
extensive  use  of  the  Commerce  Department's   publications,  information  and  export 
services.    The  Department's   International    Trade  Administration   has  provided 
guidance  in  export  licensing  and  documentation    requirements;    desk  officers  with 
the  International    Economic  Policy  branch  are  an  extremely  valuable  resource  in 
assisting  our  company  from  both  a  long-term  planning  perspective,  as  well  as  in 
support  of  near-term  marketing  efforts.    In  our  experience,  the  professionalism 
and  responsiveness   of  Commerce  Department    persormel   to  industry  requests  has 
been  superior.    We  have  also  found  Department    of  Commerce  sponsored  export 
seminars  and  conferences  a  cost  effective  tool  for  educating  our  marketing  and 
administrative   staffs.    Expon  publications,  such  as  A  Basic  Guide  to  Exponins. 
Business  America ,  and  Country  Marketing  Plans  have  also  been  helpful  to  us. 

Continued  enhancement    of  the  Department    of  Commerce's  services  to  U.S. 
industry  is  imperative  if  mid-size  firms  are  to  become  competitive  in  the  global 
marketplace.     Specifically,  during  this  phase  of  technology  diversification, 
streamlined   export  requirements,   financial  incentives  and  continued  coordination 
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among  the  appropriate    U.S.  Government   agencies  is  critical  to  the  success  of  U.S. 
firms. 

We  offer  the  following  suggestions  to  enhance  the  ability  of  companies  like 
A&T  to  transition  defense  technology  services  and  products  to  the  international 
market. 

1)      Streamline  the  export  regulation  compliance  process. 

Commodity  Jurisdiction  Requests,  often  the  first  requirement    for 
diversifying  technologies,  increases  the  time  required  to  obtain 
approvals.    Timely  legislative  updates,  open  cooperation  between 
regulatory  agencies,  and  an  open  dialogue  with  industry  would  enable 
companies  to  be  more  responsive  to  the  needs  of  a  rapidly  changing 
marketplace.    We  welcome  a  revitalized  Trade  Promotion  Coordinating 
Committee,  and  look  forward  to  their  success  in  streamlining  federal 
trade  promotion  efforts  and  in  reducing  export  impediments. 

2)  Consider  establishing  the  U.S. -sponsored  "manufacturer's  reps"  in 
selected  international  markets  to  represent  company  products  and 
services. 

Marketing  in  the  international   arena  is  extremely  expensive,  and 
establishing  contacts  is  time  consimiing  and  difficult  without  some  sort 
of  "entre'."  Trade  representatives   representing  multiple  company 
products  and  services  would  help  to  stretch  the  resources  of  private 
companies. 
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3)      Provide  matching  grant  funding,  or  other  special  consideration,   for  mid- 
size companies  like  A&T,  which  have  an  excellent  chance  to 
successfully  diversify. 

Very  big  firms  already  have  the  resources  to  market  internationally. 
Very  small  firms  already  have  the  attention   and  support  of  the  Federal 
government.    Mid-sized  firms,  such  as  A&T,  receive  the  least  Federal 
support  —and  yet  we  have  the  best  chances  of  succeeding  in 
diversification  because  we  can  react    quickly  to  market  demands  and 
because  we  have  the  critical  mass  of  capability  needed  to  serve  old 
customers  as  well  as  new  customers. 

The  success  we  have  had  thus  far  in  our  attempts  to  diversify  have  been 
helped  in  part  by  the  encouragement    and  financial  support  we  have  received  from 
the  States  of  Connecticut  and  Rhode  Island.    Both  of  those  states  have  endorsed 
Technology  Reinvestment    Program  proposals  we  recently  submitted  to  Advanced 
Research   Projects  Agency  and  have  agreed  to  provide  matching  funds  if  we  are 
awarded  contracts  under  that  important  program.    Cormecticut  provided  A&T 
with  matching  funds  for  market  research  and  management   training  in  support  of 
our  diversification  efforts  last  year  and  we  are  asking  for  similar  financial  help  this 
year  and  next.    Similar  programs  at  the  federal  level  would  be  most  helpful  to 
companies  like  A&T.    In  order  for  A&T  to  reach  our  goal  of  $175  Million  in 
sales,  with  40%  being  non-defense   by  1997,  we  will  need  partnership   assistance 
from  both  state  and  federal  agencies.    This  growth  objective  would  result  in 
adding  another  500  to  800  highly  professional  jobs  to  our  existing  organization. 
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In  summary,  A&T  is  already  experiencing  significant  success  in  developing 
new  markets  for  our  core  technologies  within  the  United  States.    We  will  need 
additional   help  to  be  as  successful  overseas. 

Distinguished  members.  Congressman  Gejdenson,   I  appreciate   the 
opportunit>'  that  you  have  given  me  to  brief  you  on  A&T  and  its  strategy  for 
diversification.    Adelaide  and  I  would  be  glad  to  answer  any  questions  you  might 
have.    Thank  you  very  much. 
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CORPORATE  PRORLE 

ELOEC  Corporation  designs  and  manufacluras  eleclroniu  and  «lec1rom«chanlcal 
produotfi  and  eyeteme  for  demonding  ooroopaoo  and  dofcnoc  cpplicAtions.  We  are  the 
world's  leading  supplier  of  proximity  switch  systems  (report  status  of  landing  gear, 
(Hnore,  and  flight  surfaces)  to*  cominon:iyl  MtiU  tnilltary  aircraft;  a  dominant  euppilor  of 
aircraft  electrical  power  systems  'supply  and  control  DC  power  on  the  plane);  and 
power  supplies  for  commerciil  avionics  and  electronic  defense  systems,  and  one  of  the 
largest  suppliers  of  aircraft  mess  fuel  flow. 

Founded  In  1957,  the  company  is  headquartered  in  Lynnwood,  Washington  with 
sales  of  approximately  $1 10M  and  has  1 ,100  employees.  Our  current  sales  profile  is: 
Military  45%  .  Commercial  55% 

.  Domestic  73%  .  International  27% 

^IpPEC  POWER  CONVERSIDN  DIVISION  PROFILE 

The  Power  Conversior}  Division  designs  and  manufactures  higti  voltage  and  Inw 
voltage  power  supplies  for  aerospace  and  defense  applicatior^.  High  voltage  power 
supplies  are  used  to  power  cathode  ray  tube  displays  in  aircraft  while  low  voltage 
power  supplies  are  used  in  weapons,  avionics,  entertainment,  and  communication 
systems  in  both  the  commerdal  aarospan«  and  military  aerospac«  tnaikwls. 

ELDEC  has  been  in  the  oower  conversion  business  for  over  35  years.  The 
Power  Conversion  Division  ia  also  located  in  Lynnwood,  Washington  directly  adjacent 
to  th«»  PI  DRC  Corporate  hoadouartere.   Seles  for  the  Power  Conversion  Division  were 
uppiuAliiiuiwIy  $26M  fm  1992|aMU  tiiiipiuysj  isopuupiu.  Our  »me»  proTiie  is: 
Military  95%  .        C6Mmd('6aib% 

.  Domestic  80%  .  International  20% 
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The  Power  Conversion  Oivisitn  recently  acquired  Ferranti-Venus,  Inc.,  a  Long  Island, 
New  York  company   The  9al49  and  employment  estimates  provided  above  do  not 
include  the  recnnt  acq<.iisltionl  We  are  currently  finalizing  both  sales  and  employment 
projections  based  on  the  acqi^isition. 

MARKET  SITUATION 

Cutbaci<s  In  commercial  and  defense  spending  are  expected  to  continue. 
ELDEC  began  to  feel  the  affects  of  the  downward  trend  three  years  ago;  and  as  a 
result,  employment  has  decreased  from  1 ,700  to  1 ,100  empiuywds.  It  Is  antlclpaieo  mat 
cJwfynoe  oponoing  may  aecreiie  at  a  more  rapid  pace  in  the  next  few  years  and  we  are 
exploring  ways  to  inaease  market  snare  and  exploring  new  markets  for  which  the 
company  can  develop  products  appropriate  to  its  capebilitJes. 

To  bottcr  undcrstond  the  Current  situation,  il  is  best  lu  bXdiiilliW  wliul  iVdH  Uetin 
happening  to  companies  from  a  financial  perspective  that  are  part  of  the  aerosoaoe 
industrial  defense  base. 

Clearly  this  is  not  a  heilthy  time  for  our  industry.  Profitability  has  degraded  by 
some  40%  or  more  and  is  curjentiy  the  worst  fhst  ws'vn  «;flAn  in  «ho  \^i\  tfln  years  or  so, 
Profitability,  In  the  lower  singlfe  digits  (under  5%),  has  become  the  norm.  A  review  of 
the  hortune  buu  infiii<;try  pftrtormance  for  1992  shows  that  the  top  Ig  aerospace 
companies  (sales)  In  the  aggr)&gate  earned  a  profitability  level  of  ;J%for  1 992.    Return 
on  equity  and  esseta  has  seen  a  50%  or  greater  reduction  and  the  debt  to  equity 
percentage  has  quadrupled  s^ce  1984.  With  (hat  as  a  backdrop,  it  is  dear  that  we  are 
not  in  a  healthy  period  of  our  indusiry;  and  from  what  we  see  ahead,  wo  can  expect  It  to 
get  worse. 


67 


Unplanned  ordor  cancdllations/detemienls  accompanied  by  the  downsizing  of 
military  forces  has  create  an  unpredictable  market  in  a  state  of  chaos  with  no 
vision/strategy  to  determine  vthere  the  future  lies.  The  downsizing  has  been  basically 
unmanaged  and  left  to  market  forces  for  adjustment,  I.e.,  consolidation,  abandonment 
or  extinction.  Numerous  program  buyout  scenarios  are  in  process  creating  an 
environment  where  companiess  are  betting  their  future  on  the  next  award.  With  demflnd 
decrfiaRing  fl»  a  faster  rote  thin  induetrial  odjuctmcnt,  oxcesj5  capacity  is  bt^ing  uyalHd 
at  a  rapid  rate  resulting  In  sevlere  orice  pressure,  high  unemployment,  low  to  negative 
earnings  and  reduced  investnhent  throughout  the  industry    We  are  working  with  a 
defense  electronics  firm  currefitiy  engaged  in  a  compfttjtive  battle  for  survival  on  a 
major  military  procurement.  Tiye  fallout  from  this  kind  of  competition  in  a  market  of 
excess  capacity  is  a  disaster  for  tne  country  ond  our  people.  Couple  this  with  lh«  major 
events  occurring  globally  sud>  as  development  and  progress  ot  tC1992  and  the 
rnnfiniioH  grgiwipg  ecgnomio  dtrenath  of  Japan,  leaves  the  United  Stales  willi  iilllu  to  no 
choice  but  become  a  real  partner  and  support  the  American  defense  industry  if  it  wants 
to  maintain  a  strong  industrial  Idefenso  base.  As  the  vw5rld  economic  power 
roHi9iribut«6  end  shifts  lo  Eur«)po  and  Jopon  from  the  United  Slalas  (Uilb  Is  assuming 
the  EC19fl?  Ho«*  Rnf^^ed),  the  nJt««  for  U.S.  compotitivcncsj  in  u  global  ecOiiOiiiy  will 
change  dramatically  and  morel  likelv  will  be  written  in  Fump©.  Fortress  Europe  and 
Japan  do  not  play  to  the  funde(m«ntal  principle  thai  Fiw-  iiade  lu  best  Tor  ail,  i  e., 
govornmont  ohculd  bosioallv  tteat  trade  on  a  lcilt>i>uz  fuliu  btim  in  ail  USfil  Several 
exampl«3  of  European  prulMutlmilsin  rnflecting  Government-Industry 
oooperative/tupportive  agreertienib  um  uppururiL 

The  following  appeared  in  the  European  Wall  Street  Journal  on  July  29, 1993  - 
Quote  -  Jack  ValentI,  Presldehi  of  the  Motion  Picture  Association  of  America  slating 
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3.        The  last  example  Is  a  power  supply  installed  on  a  radar  warning  receiver. 
The  gOYemmer)t  assisted  our  customer  In  developing  a  foreign  second 
source.  This  c<>mpelitor  is  funded  by  the  foreign  government  and  is  able 
to  offer  lower  pillces  to  our  U.S.  customer.  Resulting  business  loss  is 
approximately  32. OM  per  year 
On  the  bright  side  of  tljitnas.  there  appears  to  be  market  opportunities  emerging 
in  the  area  of  military  retrofits  and  upgrades  and  international  military  sales.  In 
oddKion,  industry  is  renewing  itself  by  focusing  on  crodting  more  efficient,  effective 
operations  throuflh  the  promoiaation  of  Total  Quality  Management  (TQH^)  and  response 
lu  Jdpuriese  compeiltive  pressures.    I  he  US  worker  is  still  the  most  productive  in  the 
world  and  innovation  remains  a  strong  trait.  The  export  market  represents  an 
opportunity,  ttw  questions  is.  |l.<  it  nning  tn  t?e  big  erwugh  to  fill  the  available  capacity? 
The  answer  Is  probably  not  snce  sxcess  capacity  appaar^  tn  h«  gioboi  and  not 
localised;  therefore,  severe  phce  oressures  are  expected  on  international  sales. 
Commercial  aerospace  can  bja  viewed  as  a  diversification  opportunity,  however,  the 
current  state  of  this  industry  11  in  contraction  and  opportunity  for  growth  Is  forecasted  in 
1 996  and  beyond.  New  entrants  into  this  marketplace  would  Tind  success  to  be 
extremely  difficuit. 

PROBLEMS/BARRIERS  TO  blVERSIFICATION 

Even  though  we  talk  about  the  transfer/use  of  milrtary  riav/oinpow 
products/technology  in  the  oo|rtmorolol  morketplace,  I  twiteve  the  liwrices  of  doing  this 
successfully  ere  very  slim,  if  rtot  Impossible.  At  a  minimum,  massive  changes  in  the 
way  we  currently  operate  the  government  and  industry  sector  would  have  to  be 
enacted.  The  customer  In  thel  commercial  marketplace  is  radically  different  than  the 
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military  defense  or  uerospac^  customer  although  the  commerdal  aerospace  customer 
shares  many  of  the  defense  Industry  attributes.  The  skills  required,  the  product 
development  process,  the  manufacturing  process,  the  mentolity,  and  the  culture  are 
significantly  different  when  dealing  in  this  marketplace.  Also,  technology  that  is 
applicable  to  the  commercial|marketplace  currently  lesides  in  that  environment.  In 
addition,  significant  cost  structure  has  been  added  to  the  defense  industrial  base  to 
oQtlofy  end  maintain  the  burdjensome  system  of  laws,  touulalluns,  pullclas, 
requirements  etc,  thereby  rendering  a  competitive  product  to  a  non-competitive  status 
In  the  commfirnal  mark©tpla<3e.  Therefore;  I  believe  the  initiative  for  defense 
diversification,  although  admirable,  will  fail  unless  government  and  the  industrial  base 
are  able  to  shed  the  adversarial  relationship  of  the  past  and  significantly 
modified/remove  many  of  thel  requirements  such  as  outdated  procurement  practices 
and  quality  regulations,  dnvir^g  non-value  added  cost  to  the  industry  as  well  as  to  the 
government. 

DIVBRSIFICATION  INITIATIVES 

ELDEC  has  undertaken  several  diversification  initiatives,  three  will  be  discussed 
in  this  paper. 

1.  Application  of  ciimmerciai  SM  l  pans  to  itie  Boeing  new  airplane  program, 
B777 

2.  Application  of  commercial  parts  on  a  new  development  program  for 
military. 

3  Fxp-THRinn  to  IniPliaht  Entcrtolnmant  Cy«t«m«  for  comifuji yjul  uliuufl. 

ELDEC  has  undertakeh  the  f»sk  to  test  and  qualify  commercial  components  in 
it.<i  riftsign  oppliofsticKii  end  munufacturing  prooflBees.  ELDEC  hoo  03tabllshftd  a 
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qualified  supplier  base,  testitjig  program  and  tracking  system  which  is  demonstrating 
that  commercial  componentsieoplled  property  can  perform  more  reliability  than  its 
military  equivalent  at  a  reducjed  cost.  To  date,  this  program  has  h^en  succwvvful  at 
Boeing. 

In  regard  lo  il«^ii  2  ub^ivu,  we  are  currently  designing  and  buiidmg  two  versions 
rrf  A  power  supply  for  a  milita|7  program.   Ono  vorolort  of  the  unit  will  bo  bulll  willi 
commercial  parts  and  the  other  will  be  built  with  military  parts.  We  intend  lo 
d«mon$trat©  that  the  oommc^cioi  vorr^jon  is  equivaltnt  to,  If  nol  bblltn  llibri,  the  miittary 
version  at  a  reduced  cost    Tfestinq  has  not  proceeded  to  the  extent  in  which  nxanmgful 
data  is  available.  Both  of  Ihdse  programs  are  being  internally  funded  hy  ELOEC 
ELDEC  Is  also  working  extenjslvely  with  the  Computer  Aided  Life  Cycle  Engineering 
(CALCE)  Center  at  the  Unive»-sity  of  Maryland  in  regard  to  the  application  of 
corrunerclal  parts  to  the  aero$pace  industry. 

ELDEC  is  also  actively  seeking  to  expand  txjsiness  in  the  commercial  aerospace 
market.  One  recent  success  lis  the  application  of  our  power  conversion  products  to 
In-Flight  Entertainment  Systfihs.  We  are  currently  developing  business  strategies  for 
future  expansion  in  this  market. 

Success  lo  date  of  diversification  in  the  Power  Conversion  Division  has  t>een 
mixed,  mainly  due  to  the  hiahl  cost  structure  dnven  by  tho  miiit«ry  hi.isin»«t.  Our 
experience  to  date,  raises  the  following  question: 

Can  «  uuiiipaiit  be  competitive  in  Doth  marketplaces,  i.e., 
commercial  and  mm^ty'f 

If  not,  critical  mass  to  sustain  a  separate  operation  for  each  market  segment 
becomes  the  next  issue.  DOID  will  either  have  to  participate  in  the  management  and 
support  of  the  industrial  restnicturft  to  ensure  viability  of  critical  elements  of  the 


defense  industrial  base  end;  jn  addition,  chariQe  its  rules  for  procurement  or  watch  an 
effeotlvd  Induetriol  booo  dioo|;)poar. 

ELDEC  will  continu9  Id  look  at  new  products,  markoto  and  applioationa  of  core 
competencies  Outdide  ot  the  defense  related  industry.  Comrnercial  endeavors 
including  commercial  aerospace  will  continue  to  take  priority  over  defer\se  related 
Opportunities.  The  current  thitust  within  the  Power  Conversion  Division  is  to  favor 
commercial  over  military  busifiess  and  to  change  the  military/commercial  mix  from  5/95 
to  50/50  in  the  near  term.  In  trder  to  accomplish  this  objective,  we  are  examining 
several  business  strategies  iriduding  acquieition,  expansion  in  the  commercial 
aerospace  market,  and  cxpertsion  in  other  high  growth  commercial  market  segments. 

RECOMMENDATION 

If  we  actively  promote  Jind  foslur  uii  Miiviiuiiiiiwu  of  pyrtr>erBhlp  andiesrrif^j 
between  government  and  the  defense  industrial  base,  I  believe  we  can  significantly 
improve  our  domestic  cost  and  global  competitiveness  and  create  new  jobs  in  the 
process.  Eslebliahment  of  a  Qovernment  industhal  team  to  attack  the  following  iseues 
are  pHrHmniuif,  and  timiriQ  ir  itritlcal.  If  w©  are  to  maintain  a  strong  inductriol  dofonoo 
base. 

a.        ReductiotVellmlnalion  uf  yovemment  regulations,  policies, 

MIL-STD'$,  archaic  procurement  practices  -  etc.  governing  military 
auqulsltlofv  The  current  regulations  are  overbearing  and  practices 
such  as  sbcond  sourcing/muiti  sources  are  driving  cost  Into  the 
industrial  ^se.  Why  are  such  rules  and  practices  required  for 
fixed  nrin*  contracts  in  the  military  sector  and  not  in  the  commercial 
sector? 
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Establlahl  financial  Incentives  and  support  either  through  R  &  D  or 
invBstmeht  credits  to  supporl  current  and  new  diversification 
initiative^  and  assist  in  maintaining  a  viable  industrial  base.  One 
concept  1$  to  provide  a  tax  incentive  over  and  above  the  current 
R  &  D  tax  credit  for  company  sponsored  R&D  activities  that  relate 
to  commercial  business  initiatives. 
pRtahlkh)nAn»  nf  Q'^vfirnmAnt  and  InHuRfrial  tfipms  in  «oO'''>'«i^«*'y 

pursue  irtiemarionai  sales  using  tne  run  resources  of  the  U.S. 

Government.  Offset  is  a  major  component  of  every  international 

procurenlent  and  the  cument  "Laissez  Faire"  approach  will  not  work 

In  the  futiure. 

Establish  a  military  plan/strategy  to  allow  a  managed  approach  to 

the  indusjrial  restructure  currently  underway. 

Review  and  re-evaluate  rules/guidelines  for  exportable  technology 

-  curren^lv  20  year  old  technolopy  is  beinq  relecliAJ  for  expon 

Butnzontrtacling  and  lower  tic-i'  iuppliii-i  opoi^lin^  HiiviiuiiinHdlx 

n^^d  to  He  examined  in  regard  to: 

I.  Fuixting  -  hardly  ever  makes  it  to  the  *uLk;uiiIi«U  ut 
lower  levels;  however,  contract  flowdown 
requirements  almost  always  seem  to  make  It. 

II.  Primes  and  major  U.S.  subcontractors  should  not  be 
penalized  or  lose  business  when  their  prk»6  are 
higher  than  prices  of  subsidized  foreign  competitors. 
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I  appreciate  the  opportLinity  to  address  the  Subcommittee  today  on  our  views  of 
th«  d©fen«e  marketplace  andlderf©n»e  dIverftincaUon  is6u«&.  Ww  uiw  luuKliig  fuiwdiU  lu 
fostennfl  an  environment  of  obrtnership  and  teaming  between  Government  and  the 
defense  industrial  base.  Thrdugh  these  efforts,  we  can  create  a  healthier  industrial 
base,  remain  technology  leac|ers  and  aeate  Jobs  for  the  United  States. 
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UNITED 
TECHNOLOGIES 


August  23,  1993 


Honorable  Sam  Gejdenson 
Chairman 

Subcommittee  on  Economic  Policy, 
Trade  and  the  Environment 
Committee  on  Foreign  Affairs 
House  of  Representatives 
Washington,  D.C.  20515 

Dear  Mr.  Chairman: 

Thank  you  for  the  opportunity  to  testify  on  economic  diversification  on  behalf  of 
United  Technologies  Corporation.  You  requested  some  additional  information 
from  us  during  the  hearing,  and  I  am  enclosing  that  information  at  this  time. 

You  asked  a  question  concerning  export  financing  by  our  trading  partners  and 
the  difference  in  interest  rates  exporters  encounter  in  the  international 
marketplace.   I  am  enclosing  a  June  1993  report  by  the  Export-Import  Bank 
which  provides  a  comprehensive  review  of  export  credit  competition.  This  report 
was  provided  to  the  House  Banking  Committee,  but  was  probably  not  provided 
to  the  Foreign  Affairs  Committee. 

You  also  asked  us  to  review  the  State  Department's  recent  ruling  on  commodity 
jurisdiction  determinations.  Enclosed  are  our  comments. 

We  look  forward  to  working  with  you  on  these  issues,  and  we  appreciate  and 
share  your  concerns  in  these  areas.  If  there  is  any  additional  information  we  can 
provide  to  you  and  your  staff,  we  are  happy  to  do  so. 


/  Joel  W.  Marsh 
attachments 


sincerely, 
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COMMENTS  ON  THE  NEW  STATE  DEPARTMENT  POLICY  ON  DESIGNATING 
AND  DETERMINING  DEFENSE  ARTICLES  AND  SERVICES: 


This  new  policy  was  published  as  a  State  Department  regulatory  amendment  on  July  22,  1993. 
While  the  new  regulation  provides  specific  definitional  criteria  for  designating  products  and 
technologies  as  defense  articles  and  services,  we  have  serious  concerns  about  several  of  its 
procedural  aspects  as  follows: 


1.  Commerce  Department  concurrence  is  not  required  in  support  of  various  preliminary 
determinations  affecting  subsequent  commodity  jurisdiction  decisions.  For  example,  even 
on  questions  where  Commerce  expertise  is  greatest  —  such  as  in  determining  whether  an 
article  or  service  has  predominant  civil  applications  —  the  new  rule  dictates  that  such 
determinations  "shall  be  made  by  the  Department  of  State.  "  Commerce,  rather  than 
State,  should  be  the  lead  agency  in  such  an  exercise. 

2.  Commerce  Department  concurrence  with  State  Department  jurisdiction  decisions  is  not 
required.  The  new  rule  references  only  "consultations"  with  Commerce.  A  State 
Department  jurisdiction  decision  that  fails  to  garner  Commerce  Department 
concurrence  should  not  be  cleared  for  implementation  without  undergoing  a  dispute 
resolution  procedure. 

3.  No  procedure  exists  for  equitably  resolving  Jurisdiction  disputes  between  Commerce  and 
State.  The  rule  simply  states  that  interagency  disputes  will  be  resolved  "in  accordance 
with  established  procedures".  Under  established  procedures,  the  State  Department 
arbitrates  such  jurisdiction  disputes.  The  Executive  Office  of  the  President  should 
resolve  jurisdiction  disputes. 


In  summary,  under  the  new  rule  the  State  Department  has  granted  itself  total  authority  for  a) 
making  all  preliminary  determinations  leading  up  to  a  jurisdiction  decision,  b)  making  all 
jurisdiction  decisions,  and  c)  resolving  all  jurisdiction  disputes.  As  such,  the  new  rule  contributes 
very  little  to  the  fairness  of  the  jurisdiction  procedure. 

The  true  test  of  the  efficacy  and  fairness  of  the  new  regulation  is  the  manner  in  which  it  is  applied 
to  specific  jurisdiction  requests.  United  Technologies  Corporation  (UTC)  will  submit  to  the  State 
Department,  for  consideration  under  the  new  policy  and  regulations,  commodity  and  technology 
jurisdiction  requests.  In  the  near  term  we  intend  to  submit  a  very  important  jurisdiction  request 
pertaining  to  technology  used  in  one  of  our  most  successful  commercial  jet  engines.  The  new 
regulations,  in  our  opinion,  should  allow  State  to  quickly  transfer  jurisdiction  over  this  technology 
to  Commerce    The  outcome  of  that  request  will  provide  UTC  a  basis  for  assessing  the  fairness  of 
the  new  policy  and  regulations. 
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[f^;-;         EXPORT-IMPORT  BANK  OF  THE  UNITED  STATES 

^rl^?v"  WASHINGTON.    DC.      20571 


PRESIDENT 

*'^D  CABl-C  ADDRtSS  "EXIMBANK 

CHAIRMAN  TELEX  t^-*(\ 


i 


Julv  30.  1993 


Dear  Chairman  Riecle  and  Chairman  Gonzalez: 

This  letter  transmits  Eximbank's  repon  on  official  expon  credit  competition  during 
CY  1992     The  report  notes  that  the  year  was  marked  by  the  emergence  of  unprecedented 
demand  for  Eximbank  financing.    This  trend  is  punctuated  in  turn  by  good  and  bad  news. 

The  steadily  accelerating  demand  for  Eximbank  financing  was  driven  by  fast-growing 
developmg  country  markets.    The  growing  U.S.  share  of  these  markets  was  due  in  large  part 
to  American  export  quality  and  price  competitiveness,  and  a  shonfall  in  commercial  bank 
lending  to  these  regions.    Further,  expon  credit  agencies  have  experienced  unusual  demand 
from  the  aircraft  sector  and  from  exporters  to  the  countries  of  the  former  Soviet  Union. 

The  good  news  (as  reponed  in  Part  II  of  this  repon)  is  that  Eximbank  responded  to 
this  demand  surge  with  record-breaking  levels  of  ver>'  competitive  medium-  and  long-term 

program  activity.    For  the  fifth  straight  year.  American  exporters  backed  by  Eximbank  lost 
no  business  to  standard  official  expon  credit  offers  and  the  bundling  program  and  guarantee 
enhancements  enabled  almost  a  third  of  medium-  and  long-term  users  to  realize  the  highly 
competitive  interest  rates  in  the  U.S.  capital  markets. 

However,  the  bad  news  side  of  this  performance  is  that  Eximbank's  OECD 

counterparts  are  responding  to  our  ability  to  generate  low  fixed  interest  rates  through 
securitized  guarantees  by  initiating  discussions  aimed  at  lowering  the  minimum  interest  rates 
on  loans  agreed  to  in  the  "Arrangement  on  Guidelines  for  Officially  Supported  Export 
Credits".    Such  a  move  would  reverse  the  United  States"  15-year  success  in  reducing  official 
expon  credit  subsidies. 

When  one  moves  to  the  survey  responses  in  Pan  III,  a  similarly  mixed  picture 
emerges.    The  good  news  is  that  both  the  ratings  and  the  comments  indicate  that  the  export 
community  sees  basic  Eximbank  program  feamres  (e.g.,  interest  rate  and  exposure  fees)  that 
can  generate  ver>'  competitive  transactional  support.    The  bad  news  is  that  while  Eximbank's 
product  grows  in  attractiveness  to  banks  and  exporters,  Eximbank's  speed  and  efficiency  in 
delivering  the  product  have  suffered  under  the  increased  demand.    In  our  survey  of  U.S. 
exporters  and  commercial  bankers,  nearly  everv'  positive  remark  about  our  programs  was 
tempered  with  complaints  about  case  processing  time  and  strained  personnel  resources. 

Clearly,  the  major  challenge  facing  Eximbank  in  1993  is  to  develop  the  means  to 
better  leverage  both  our  budget  and  personnel  resources.    Success  in  this  critical  task  will 
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require  aggressive  approaches  toward  the  reduction  of  subsidy  and  fundamental  changes  in 
the  way  we  process  transactions.    We  also  need  to  make  our  programs  more  user  friendly.  \o 
widen  our  reach  (particularly  among  small-  and  medium-sized  exporters),  and  to  orient 
ourselves  to  the  growing  private  sector  demand  for  Eximbank  fmancing  in  developing 
countries. 

To  these  ends.  I  will  be  talking  to  exporters  and  commercial  bankers  around  the 
country  over  the  next  year  to  hear  their  ideas  and  concerns.    We  want  to  work  with  them, 
the  Congress,  and  the  Administration  to  find  common  solutions  in  a  public-private 
partnership. 

In  this  time  of  tremendous  opportunity  and  resource  constraints,  we  need  to  de\  elop 
the  means  to  leverage  both  our  budget  and  personnel  resources  more  effectively. 


'hr^J^ ' 


/ 


K  /<-•' 


The  Honorable 
Donald  W.  Riegle,  Jr. 
Chairman,  Committee  on  Banking, 
Housing  and  Urban  Affairs 
United  States  Senate 
Washington,  D.C.    20515 


The  Honorable 
Henr\  B.  Gonzalez 
Chairman,  Committee  on  Banking, 
Finance  and  Urban  Affairs 
L?J.  House  of  Representatives 
Washington,  D.C.    20515 
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The  Advisory  Committee's  Statement 
on  Eximbank's  Competitiveness 


Eximbank"s  1992  Competitiveness  Report  has  been  reviewed  by  the  members  of  the 
Advison  Committee,  who  have  commented  on  various  issues  relating  to  the  current  status  of 
the  Bank's  competitiveness.    The  following  represents  the  Committees  collective  judgement 
on  the  competitive  position  of  Eximbank  in  the  world  marketplace  today. 

The  Committee  believes  that  the  Bank  has  been  generally  competitive  in  those  export 
transactions  where  the  Bank's  cover  policies  have  allowed  unrestricted  panicipation.    The 
Committee  also  recognizes  that  the  Bank  has  made  significant  effons  to  be  pro-active  in  other 
areas  such  as  the  "bundling"  transactions  in  Mexico,  and  the  new  protocol  agreement  with 
Russia.    The  Committee  emphasizes  that  such  creative  approaches  are  now  vital  to  the 
success  of  U.S.  exports,  therefore  expanded  effons  by  the  Bank  in  providing  imaginative 
programs  and  targeted  extraordinar)'  support  to  a  larger  number  of  transactions  would  help 
position  the  U.S.  in  world  exports  with  a  larger  market  share.    These  are  critical  years  for 
the  U.S.  economy  as  major  political  shifts  in  the  world  alter  the  shape  of  our  market 
expectations.    These  changes  require  more  focussed  strategic  planning  and  decisive  action  by 
the  Bank  and  by  other  agencies  of  the  U.S.  Government. 

The  following  are  some  specific  points  that  the  Advisory  Committee  would  recommend  for 
fumre  consideration: 

(1)  EXIMBANK'S  FUNDING 

The  FY  1994  Appropriations  Bill,  which  is  currently  in  Congress,  indicates  that  the  Bank's 
funding  for  next  year  could  be  significantly  below  the  level  of  the  anticipated  market 
demand.    It  is  presently  estimated  that  the  demand  for  Eximbank-supported  U.S.  exports  for 
FY  1994  would  exceed  $18  billion.    Eximbank  would  need  a  subsidy  appropriation  of 
minimum  $1.1  billion  in  order  to  service  this  demand  level.    The  Administration's  budget 
request  for  FY  1994  provided  $757  million  for  Eximbank  (same  as  in  FY  1993).    The 
House-passed  Foreign  Operations  Bill  reduced  it  to  $700  million  with  the  Subcommittee 
Report  suggesting  that  Eximbank  should  be  allocated  additional  funds  out  of  the  NIS  aid 
package,  when  the  latter  is  enacted.    The  indications  are  that  the  Bank's  funding  would  come 
under  further  pressure  in  the  Senate.    This  funding  inadequacy  would  create  a  major 
competitiveness  problem  for  the  Bank. 

(2)  COVER  POLICIES 

The  Committee  recognizes  that  the  Bank  has  been  generally  competitive  in  countries  where 
its  programs  are  available.    It  is  th     "ommittee's  judgement,  however,  that  Eximbank 
financing  should  be  available  in  a       ..t  range  of  countries,  particularly  in  the  medium-to- 
long  term  financing  categories.    The  newly  emerging  democracies  of  Eastern  Europe  and  the 
Former  Soviet  Union  (FSU),  the  improved  conditions  in  Latin  America,  the  enhanced 
importance  of  Asia  Pacific  and  China  and  other  countries  require  such  attention. 
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The  Committee  considers  flexibility  in  the  Bank's  cover  policies,  responding  to  the  special 
characteristics  of  individual  projects,  ver>'  important.    Such  markets  as  Russia  and  the  other 
FSU  republics  are  in  need  of  both  sovereign  and  non-sovereign  fmancmg  support  from  the 
Bank. 

(3)  PROJECT  FINANCING 

The  expected  growth  in  demand  for  revenue-based  non-sovereign  financing  in  export  markets 
requires  a  new  level  of  commitment  from  the  Bank.    The  Bank  will  be  expected  to  sharpen 
its  tools,  expand  its  sophistication  and  manpower,  and  continuously  improve  its  policies  m 
order  to  meet  the  challenges  of  this  field.    There  are  major  privatization  programs  in  the 
world  markets  today  which  will  have  to  be  supponed  by  such  financing  packages. 

(4)  TIED  AID  CREDITS 

The  Competitiveness  Report  seems  to  indicate  that  the  Bank's  problems  on  this  front  have 
been  substantially  resolved  as  a  result  of  the  latest  OECD  Agreement  (October  1991).    While 
recognizing  the  progress  made  in  this  regard,  the  Committee  would  like  to  point  out  that  the 
scope  of  the  Agreement  does  not  cover  all  the  elements  of  this  unfair  competitive  practice. 

Such  issues  as  the  Japanese  untied  aid,  U.S.  abstention  from  the  so-called  "spoiled  markets", 
and  foreign  competition's  gains  through  linkages  to  unrelated  forms  of  aid  are  continuing 
threats  requiring  a  strong  and  active  Eximbank  'War  Chest  with  targeted  policy  flexibilities. 
The  Bank  must  be  a  pro-active  force  in  this  field. 

(5)  ADMINISTRATIVE  IMPROVEMENTS 

There  is  abundant  evidence  in  the  Report  about  exporter  and  banker  unhappiness  with  the 
Bank's  current  ability  to  deliver  export  finance  in  a  timely  manner.    In  spite  of  the  most 
recent  policy  measures  introduced  by  the  Bank  (i.e.,  letter  of  interest),  which  may  help  to 
alleviate  this  critical  condition,  the  Committee  would  like  to  emphasize  that  more  is  expected 
in  this  field.    The  Committee  would  like  to  highlight  the  fact  that  major  changes  have 
occurred  in  the  Bank's  transactional  workload  resulting  from  the  growth  in  the  quantity  and 
in  the  complexity  of  the  export  transactions,  which  have  affected  the  Bank's  absorption 
capacity.    Slow  turnaround  time  of  exponer  and  banker  requests,  inter-departmental 
bottlenecks,  inability  of  the  Bank  personnel  to  cope  with  the  flow  of  telephone  inquiries  and 
other  such  indicators  point  to  the  necessity  of  systematic  cooperative  action  by  the  Bank  and 
its  users  in  lending  and  insurance  operations  to  identify  the  most  cost-effective  solutions  to 
these  administrative  problems. 

(6)  OTHER  TERMS 

The  Committee  would  like  to  state  that  such  other  elements  of  a  financing  package  as 
capitalization  of  interest  during  construction,  local  cost  and  foreign  content  financing  are 
areas  which  would  require  additional  consideration  by  the  Bank  in  order  to  further  enhance 
the  Bank's  competitiveness  in  the  total  U.S.  marketing  mix. 
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Finally,  ihe  Committee  understands  that  a  major  effort  by  the  Bank  is  currently  underway  to 
assess  the  future  direction  of  the  Bank.    In  this  regard,  the  Committee  would  welcome  the 
opportunity  to  participate  and,  m  particular,  to  review  and  comment  upon  any  conclusions 
reached  by  the  Bank  from  the  vantage  of  the  Bank's  competitiveness  relative  to  the  other 
expon  credit  agencies. 


Warren  H.  Hollinshead,  Chairman 

Advisor)  Committee 

Export-Impon  Bank  of  the  United  States 
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EXECUTIVE  SUMMARY 


Eximbank  is  an  imponant  source  of  financing  for  U.S.  capital  goods  to  developing 
coumn-  markets.  In  light  of  the  growing  role  of  a  strong  export  sector  to  the  health  of  the  U.S. 
economy,  it  is  increasingly  imponant  that  Eximbank  programs  provide  adequate  and  competitive 
financing  to  U.S.  exporters.  This  report  presents  Eximbank's  annual  assessment  of  its 
competitiveness  relative  to  its  major  competitors  as  required  by  sections  2(b)(1)(A).  2(d)4  and 
3(d)4  of  the  Export-Import  Bank  Act  of  1945,  as  amended. 

The  major  findings  of  this  year's  repon  can  be  summarized  as  follows: 

•  While  U.S.  exponers  face  rapidly  growing  markets  with  highly  price-competitive 
products,  their  commercial  bank  panners  are  hesitant  and  selective  regarding  the 
provision  of  export  finance.  Eximbank  has  never  been  more  important  to  as  many 
different  types  of  exporters  in  as  many  pans  of  the  globe  for  such  a  variety  of  reasons. 

•  .After  half  a  decade  of  enhancement  and  refinement,  the  transaction  costs  associated  with 
Eximbank  financing  (e.g.,  interest  rate,  guarantee  efficiency  and  exposure  fees)  are 
extremely  competitive.  Market  feedback  shows  U.S.  exponers  winning  a  record 
percentage  of  long-term  cases  with  Eximbank  support.  For  the  fifth  year  in  a  row.  no 
cases  were  lost  to  standard  official  export  credit  competition.  However,  in  response  to 
the  perceived  U.S.  advantages  in  these  areas,  there  is  growing  pressure  from  other 
parties  to  the  OECD  Agreement  to  reverse  15  years  of  steadily  decreasing  subsidies. 

•  Eximbank's  policies  regarding  the  provision  of  foreign  content  and  local  cost  support  can 
be  generally  characterized  as  competitive  with,  but  having  tighter  operational  parameters 
than  its  competitors.  However,  Eximbank  tied  aid  support  has  declined  dramatically 
while  the  effects  of  the  new  agreement  on  tied  aid  are  evaluated.  In  1992,  one  case  was 
lost  to  confirmed  tied  aid  competition.  Consistent  with  these  findings,  two  of  the  main 
problems  identified  by  exporters  and  bankers  were  tied  aid  and  foreign  content  support. 

•  Program  users  identified  project  finance  as  an  increasingly  important  "program"  concern. 
This  priority  reflects  the  movement  towards  privatization  in  traditional  Eximbank 
markets. 

•  Exponers  and  bankers  again  highlighted  lengthy  case  processing  time  as  a  major 
impediment  to  their  competitiveness. 
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ANALYSIS  OF  THE  COMPETITIVENESS  OF  EXIMBANK'S  EXPORT 
CREDIT  ASSISTANCE  IN  CY  1992 


INTRODUCTION 


In  recent  years,  expon  competitiveness  has  come  to  be  recognized  as  a  key  component 
of  overall  U.S.  economic  health.  While  the  United  States  exports  a  wide  variety  of  products, 
capital  goods  have  recently  accounted  for  close  to  50%  of  total  U.S.  merchandise  exports.  As 
Chart  I  illustrates,  the  importance  of 
capital  goods  exports  has  increased 
steadilv  since  1980. 


Chart  I 


US  Capital  Goods  Exports  as  a 

Percentage  of  Merchandise  Exports 


Although  a  significant  portion  of 
these  goods  are  destined  for  the 
industrialized  world,  developing  country 
markets  have  remained  a  steady  and 
significant  outlet  for  U.S.  expons.  In 
fact,  over  the  last  ten  years,  developing 
countp.'  markets  accounted  for  around 
33%  of  U.S.  capital  goods  exports.  The 
Export-Import  Bank  of  the  United  Slates 
(Eximbank)  is  an  important  source  of 
financing  for  U.S.  capital  goods  expons 
to  these  markets.  In  1991,  Eximbank 
medium-  and  long-term  programs 
supported  approximately  1 1  %  of  all 
capital  goods  exported  to  developing 
countries. 


m\ 


Totil  Merchandise  Exporti 


1980        1982        1984        1986        1968        1990        1992 


I  CiplttI  Goodt 


In  general,  Eximbank  support 
exists  to  Till  gaps"  in  U.S.  expon  finance  that  the  private  sector  is  unwilling,'  or  in  the  case 
of  subsidized  foreign  competition,  unable  to  provide  on  its  own  account.  Given  the  extensive 
suppon  traditionally  provided  to  foreign  competitors  by  their  governments  and  the  critical 
importance  of  financing  to  the  affordability  of  most  high  unit  value  capiul  goods,  Eximbank 
financing  is  frequently  the  difference  in  winning  or  losing  business  in  developing  country 
markets.  In  light  of  the  importance  to  U.S.  expon  growth  of  capital  goods  expons  to  developing 
countr}'  markets,  and  the  significant  U.S.  dependence  on  these  markets,  the  utility  and 
competitiveness  of  Eximbank  programs  are  important  components  of  U .  S .  expon  competitiveness . 


In  recent  years,  a  major  source  of  this  "unwillingness'  can  be  attributed  to  the  introduction  of  the  Basel 
capital  adequacy  standards.    These  standards  increased  the  cost  of  holding  relatively  "risky"  assets. 
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Introduction 


This  repon  attempts  to  quantify  Eximbank  competitiveness  relative  to  other  major  Expon 
Credit  Agencies  (ECAs)  by  examining  specific  program  features.  While  such  a  feauire-by- 
feature  comparison  provides  information  about  relative  competitiveness,  the  repon  also 
endeavors  to  account  for  externa!  influences  outside  of  Eximbank's  control  (e.g.,  commitment 
of  budget  resources,  personnel  constraints,  and  U.S.  Government  philosophy  on  trade)  to 
provide  context  for  any  absolute  judgments  on  Eximbank  competitiveness. 

Specifically,  this  repon  evaluates  Eximbank's  competitiveness  by:  (1)  determining  the 
effect  of  the  overall  1992  trade  environment  and  U.S.  Government  philosophy  on  Eximbank's 
ability  to  deliver  the  depth  and  breadth  of  suppon  demanded  by  U.S.  exponers;  (2)  comparing 
Eximbank's  technical  program  features  with  those  of  its  competitors;  (3)  quantifying  the  number 
of  Eximbank-supponed  transactions  that  were  lost  to  foreign  competition  and  analyzing  why  the 
cases  were  lost;  and  (4)  evaluating  exponer  and  banker  perceptions  of  Eximbank  competitiveness 
and  administrative  utility  from  the  1992  user  survey. 
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PART  I         EVALUATION  OF  EXTERNAL  FACTORS  AND  THEIR  EFFECT 
ON  EXIMBANK  COMPETITIVENESS 


While  Eximbank  may  modify  its  program  features  to  meet  the  changmg  needs  of  US. 
exporters,  the  basic  competitiveness  and  utility  of  its  programs  are  largely  determmed  by 
macroeconomic  factors  beyond  its  control.  These  factors  mclude  import  demand  (specifically 
developing  country  impon  demand),  fluctuations  in  the  value  of  the  dollar  relative  to 
competitors'  currencies,  and  supply  of  private  sector  export  financing.  While  these  factors 
define  the  need  for  Eximbank  financing,  the  options  for  responding  to  them  are  limited  by 
budgetary  constraints  and  general  U.S.  Government  trade  philosophy. 


Section  1        Evaluation  of  the  1992  Trade  Environment 

The  year  1992  was  marked  by  steady,  if  unspectacular,  growth  in  overall  developing 
countn.-  impon  demand.  As  Chart  II  indicates,  developing  countn,-  impon  growth  nearly 
doubled  between  the  1983  low-point  of  the  Debt  Crisis  and  1992.  However,  the  steady  pace  of 
overall  growth  masks  a  disparity  between  the  dynamic  growth  of  Asia  (and  more  recently  Latin 
America)  and  other  developing  regions.  In  1992  alone,  preliminary  projections  indicate  that 
Asian  and  Latin  American  impon  growth  (S.17c  and  10.4%  respectively)  considerably  outpaced 


Chart  II 


World  Imports,  1979-1992 
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Chart  III  Real  Effective  Exchange  Rate  of  the  U.S.  Dollar 

Against  Industrialized  Country  Currencies 
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overall  developing  country  import  growth  of  4.1%.    The  basic  implication  of  these  trends  is 
that  major  U.S.  (and  Eximbank)  markets  are  growing  rapidly. 

Given  the  relative  stability  of  U.S.  prices,  the  most  important  determinant  of  the  impact 
of  increasing  developing  country  import  demand  on  U.S.  exports  is  the  trend  in  the  value  of  the 
U.S.  dollar  relative  to  its  competitors'  currencies.  Chart  III  shows  a  continuation  in  the 
downward  trend  of  the  dollar  since  the  coordinated  intervention  of  major  industrialized  nations 
to  lower  its  value  in  the  mid-eighties.  Altogether,  the  dollar  has  depreciated  approximately  30% 
against  other  mdustrialized  countn.'  currencies  since  1985;  however,  it  has  experienced  only 
modest  decreases  of  around  1  %  in  each  of  the  last  two  years.  The  general  market  expectation 
is  for  a  continuation  of  the  dollar's  modest  decline  for  at  least  another  year. 

Table  1  indicates  that  improving  U.S.  price  competitiveness  since  1985  has  resulted  in 
the  U.S.  being  the  only  developed  countr>'  to  increase  its  share  of  developing  countr}'  impon 
markets  over  the  last  seven  years.  This  trend  implies  that  demand  for  Eximbank  suppon  is 
increasing  faster  than  the  overall  pace  of  developing  country'  import  growth. 
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Table  1 

G7  Share  of  Developing  Country  Imports,  1983-1992 
(percent) 


1983 

1984 

1985 

1986 

1987 

1988 

1989 

1990 

1991 

1992* 

Total  Imports  (Sbillions) 

542 

543 

512 

514 

592 

702 

763 

864 

987 

948 

Industrial  Countries** 

59.0 

59.1 

61.1 

62.6 

62.7 

62.3 

61.5 

62.0 

63.0 

63.2 

U.S. 

14.2 

14.5 

15.0 

14.4 

14.5 

16.0 

16.4 

15.6 

17.3 

17.7 

Canada 

1.5 

1.5 

1  .4 

1  .4 

1.4 

1.4 

1.3 

1.3 

1.2 

1.2 

France 

4.6 

4.4 

4.3 

4.7 

4.6 

4.3 

4.2 

4.6 

4.4 

4.4 

Germany 

7.0 

6.6 

7.0 

7.8 

7.6 

7.1 

6.7 

7.4 

7.4 

7.3 

Italy 

4.1 

3.5 

3.5 

3.5 

3.4 

3.3 

3.3 

3.4 

3  4 

3.5 

Japan 

12.9 

13.6 

14.5 

15.2 

14.9 

15.0 

14.5 

14.5 

14.7 

15.0 

U.K. 

4.2 

4.1 

4.3 

4.9 

4.2 

4.0 

3.9 

3.9 

4.1 

3.9 

Non  G7  Industrial 

10.5 

10.9 

1  1.1 

10.7 

12.1 

11.2 

11.2 

11.3 

10.5 

10.2 

Developing  Countries 

30.6 

31.7 

31.8 

29.8 

31.3 

31.5 

32.5 

33.0 

32.7 

32.8 

Esiimated.  April  1993 

Excludes  former  USSR  and  other  non-IMF  member  countries 


In  the  face  of  the  steady  increase  in  the  demand  for  import  financing  by  developing 
countries,  the  supply  of  export  financing  from  developed  markets  has  been  uneven  in  terms  of 
activity  trends  and  sources.  Chart  FV  provides  a  breakdown  of  the  trends  in  commercial  bank 
as  well  as  ECA  lending  since  1984  by  developing  country  region.    Specifically: 

•  The  only  area  where  commercial  banks  have  shown  a  continued  willingness  to  provide 
the  bulk  of  lending  is  Asia. 

•  The  economic  transition  in  Eastern  Europe  has  led  to  a  dramatic  decline  in  commercial 
bank  resources  available  to  the  reeion. 


While  the  1986-1990  period  saw  a  considerable  decrease  in  the  amount  of  Latin 
American  outstanding  debt  to  commercial  banks  (due  to  debt  write-offs  and  other  debt 
reduction  measures),  the  1990-1992  period  was  marked  by  a  moderate  increase  in 
commercial  bank  activity  in  the  region. 

ECAs  have  consistently  experienced  modest  net  increases  in  all  areas. 
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Chart  IV  Changes  in  Official  Export  Credit*  and  Commercial  Bank  Lending  to  Developing 

Countries  1984-1992 
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Chart  V  Percentage  of  Outstanding  Commercial  Bank 

Claims  on  Developing  Countries  Guaranteed 
by  ECAs 


Overall.  Chart  l\'  shows 
that  ECAs  are  a  critical  source 
of  financing  for  almost  75%  of 
developing  countr>'  markets  and 
are  an  important  complement  for 
financing  expons  to  Asia. 

As  Chart  V  indicates, 
the  introduction  of  the  Basel 
Capital  Adequacy  Guidelines 
seems  to  have  further  increased 
the  role  of  ECAs  as  commercial 
banks  look  to  them  for  guaran- 
tees. Under  these  international 
guidelines,  ECA-guaranieed  debt 
requires  fewer  capital  reserves 
than  unguaranteed  export  finance 
transactions. 

Table  2  presents  data  on 
long-term  (greater  than  5-year) 
officially  supported  export  credit 
activity  reported  to  the  OECD. 
The  year  1992  was  marked  by  a 
sizeable  increase  in  this  activity. 

In  fact,  the  G7  countries  extended  SDR^  14.3  billion  of  new  long-term  officially  supported 
export  credits  in  1992,  a  44%  increase  over  1991  levels.  An  analysis  of  the  specific  transactions 
reveals: 


Large  aircraft  transactions  accounted  for  around  50%  of  total  long-term  U.S.  activity 
reported  in  1992. 

Between  1988  (the  last  year  for  which  complete  transaction  specific  data  was  available) 
and  1992,  total  large  aircraft  transactions  for  all  reporting  countries  increased  by  SDR 
2,216  billion.  In  1992,  large  aircraft  accounted  for  about  20%  of  total  long-term 
activity,  compared  with  about  8%  in  1988. 

Although  French  long-term  activity  increased  significantly  over  1991  levels,  it  is  still 
well  below  pre-Debt  Crisis  levels. 


The  average  U.S.  dollar-SDR  exchange  rate  was  1.41  S/SDR  in  1992. 
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Table  2 

Official  Export  Credit  Volume  with  Over  Five  Year  Repayment  Period* 
(SDR  Millions,  Credit  Value) 


1982 

1983 

1984 

1985 

1986 

1987 

1988 

1989" 

1990" 

199V 

1992... 

us 

2.008 

1,165 

1.542 

899 

•210 

773 

548 

1,227 

1,183 

3,203 

3,992 

Csnsda  •••• 

1.489 

526 

903 

418 

366 

455 

479 

646 

283 

275 

275 

France 

4  465 

4.91 1 

4,321 

3,032 

2.694 

1,545 

4,132 

1,778 

1,012 

1,433 

2.592 

Germany 

2.035 

2,515 

745 

786 

240 

789 

872 

614 

802 

2,382 

3,407 

Italy 

630 

54 

513 

163 

452 

263 

1,415 

1.600 

654 

825 

2.074 

Japan 

3.112 

1.988 

728 

801 

1,067 

669 

382 

807 

1,216 

1,370 

1,489 

UK. 

2.539 

1,663 

645 

504 

747 

783 

575 

970 

627 

489 

555 

Total.  G7 

16.278 

12,790 

9,397 

6,603 

6,776 

5,277 

8,403 

7,642 

5,777 

9,977 

14,384 

All  OECD 

18.792 

15,855 

10,783 

8.268 

7,965 

6,427 

9,666 

9,224 

7,470 

11,486 

15  480 

All  OECD  IS) 

20,747 

16,949 

11,053 

8.395 

9,344 

8,311 

12,990 

11,822 

10,135 

15,676 

21,810 

Data  Reported  to  the  OECD.    SDRs  W/ere  Used  to  Minimize  the  Effect  of  US    Dollar  Fluctuations 

Revised.  March  1993 

Preliminary,  May  1993 

Estimated  for  1992  ■  Canadian  activiiY  not  reported  to  OECD  as  of  May,  1993 


•  Increases  in  German  activity  levels  are  the  result  of  increased  business  with  countries  of 
the  former  Soviet  Union,  which  accounted  for  68%  of  all  long-term  German  activity  in 
1992.-'  In  fact,  from  1988  (well  before  the  breakup  of  the  former  Soviet  Union)  to 
1992,  activity  levels  in  this  geographic  area  increased  approximately  589%.  Absent  this 
business,  German  long-term  activity  would  have  experienced  only  moderate  growth,  well 
below  pre-Debt  Crisis  levels. 

•  Italian  long-term  activity  increased  by  151%  in  1992,  with  a  heavy  concentration  of 
activity  in  the  North  Africa/Middle  East  region. 

Although  all  major  EGAs  experienced  growth  in  long-term  activity  in  1992,  only  the 
U.S.,  Germany,  and  Italy  have  surpassed  pre-Debt  Crisis  levels.  While  total  long-term  export 
credit  activity  continues  to  recover,  it  seems  that  a  significant  portion  of  recent  growth  can  be 
attributed  to  two  major  demand  forces:  large  aircraft  and  the  former  Soviet  Union. 

In  sum,  the  continued  growth  of  developing  country  export  m;;rkets,  increasing  U.S. 
share  of  these  markets,  competitiveness  of  the  U.S.  dollar,  and  trends  in  commercial  bank 


A  significant  ponion  of  this  business  supponed  exports  from  German  companies  located  in  the  former 
G,D.R.  who  traditionally  exported  products  to  the  Soviet  Union. 
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lending  point  to  increased  demand  for  Eximbank  financing.  In  addition,  the  rising  demand  from 
the  aircraft  sector  and  former  Soviet  Union  insures  that  Eximbank  resources  will  be  stretched. 

Section  2       Philosophical  and  Budgetary  Considerations 

While  the  previous  section  of  this  report  examined  the  role  of  external  factors  on  the 
demand  for  Eximbank  financing,  a  discussion  of  how  the  supply  of  Eximbank  financing  is 
influenced  by  historic  U.S.  government  trade  philosophy  and  budgetary  constraints  is  needed  to 
complete  the  picture. 

In  general,  U.S.  government  trade  assistance  is  guided  by  a  "needs-based"  principle  that 
aims  to  eliminate  market  imperfections.  For  Eximbank,  this  has  translated  to  providing  support 
to  U.S.  exporters  who  encounter  officially-supported  competition  or  for  export  transactions  that 
cannot  obtain  financing  due  to  the  size  or  nature  of  the  risks  involved.  In  contrast,  most  of  our 
competitors  place  a  strategic  importance  on  expons,  providing  support  to  their  exporters  on  more 
of  an  "entitlement"  basis.  In  light  of  the  emphasis  placed  on  trade,  most  competitor  ECAs 
define  broad  parameters  that,  when  met,  allow  automatic  access  to  financing.  Thus,  Eximbank 
provides  export  credit  suppon  under  more  tightly  managed  parameters  than  most  of  its 
competitors. 

Although  no  ECA  has  unlimited  resources  for  export  credit  suppon.  budgetar\'  constraints 
are  of  panicular  significance  to  Eximbank.  While  Eximbank  must  consider  the  budgetary 
implications  of  each  transaction  (that  is,  does  Eximbank  have  enough  resources  to  support  the 
transaction),  sometmies  regardless  of  "need",  its  competitors  generally  have  greater  flexibility 
to  support  transactions  that  fall  within  the  parameters  they  have  set. 
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PART  II        COMPARISON    OF    TECHNICAL    ASPECTS    OF    EXIMBANK 
PROGRAMS  WITH  ITS  MAJOR  ECA  COMPETITORS 


The  second  pan  of  the  repon  attempts  to  quantify  Eximbank  competitiveness  through  a 
comparison  of  the  major  program  aspects  of  ECA  support.  These  specific  program  aspects 
(e.g..  transaction  costs,  "pure  cover"  guarantee  efficiency,  cover  policies,  and  provision  of 
extraordman.  support)  are  to  a  certain  degree  within  the  control  of  each  ECA,  in  contrast  to  the 
external  macroeconomic  factors  examined  in  Part  I  of  this  repon.  As  such,  they  are  typically 
the  target  of  exponer  and  banker  complaints  irrespective  of  whether  the  problem  stems  from  a 
program,  macroeconomic,  or  philosophical  influence. 

Section  1       Transaction  Costs 

The  cost  of  an  expon  credit  transaction  is  made  up  of  two  components:  the  interest  rate 
and  exposure  fee.  Taken  together,  they  represent  the  cost  of  financing  the  transaction,  which 
is  crucial  to  the  overall  competitiveness  of  the  expon. 

ECA  Interest  Rates 

For  direct  credits,  Eximbank  lends  at  the  lowest  rate  allowed  by  the  OECD  Arrangement 
on  Ofncially  Supported  Export  Credits  (Arrangement),  which  for  Categories  I  and  11"  is  the 

Table  3 
Eximbank  Lending  Rates,  1991-1992 


1        June  1991 

December  1991 

June  1992 

Dece 

Tiber  1992    | 

Category 

1 

II 

III 

1 

II 

III 

1 

II 

III 

1 

II 

III 

2    5  Years 

Arrangement  Minimum 

8.60 

8.60 

8.60 

7.52 

7.52 

7.52 

6.81 

6.81 

6.81 

6.14 

6.14 

6.14 

Eximbank  Rate 

8.60 

8.60 

8.60 

7.52 

7.52 

7.52 

6.81 

6.81 

6.81 

6.14 

6.14 

6.14 

Difference 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

5    8  1/2  Years 

Arrangement  Minimum 

9.00 

9.00 

9.00 

7.92 

7.92 

7.92 

7.69 

7.69 

7.69 

7.04 

7.04 

7.04 

Eximbank  Rate 

9.00 

9.00 

9.00 

7.92 

7.92 

7.92 

7.69 

7.69 

7.69 

7.04 

7.04 

7.04 

Difference 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Over  8  1/2  Years 

Arrangement  Minimum 

9.00 

9.00 

9.00 

7.92 

7.92 

7.92 

8.06 

8.06 

8.06 

7.49 

7.49 

7.49 

Eximbank  Rate 

9.00 

9.00 

9.00 

7.92 

7.92 

7.92 

8.06 

8.06 

8.06 

7.49 

7.49 

7.49 

Difference 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

The  OECD  has  divided  imponing  countries  inio  three  categories  based  on  per  capita  GNP:    I  (relatively 
rich),  II  (intermediate),  and  III  (relatively  poor) 
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Commercial  Interest  Reference  Rate  (CIRR),'  and  for  Cateeory  III  is  either  the  CIRR  or  the 
Matrix  rate  (which  is  based  on  a  weighted  average  of  five  major  currencies).* 

Table  3  illustrates  that  since  Eximbank  lends  at  the  lowest  possible  U.S.  dollar  interest 
rate,  no  ECA  competitor  can  offer  an  interest  rate  in  U.S.  dollar  denominated  debt  that  is  lower 
than  that  available  from  Eximbank.  Moreover,  since  each  countr)'s  CIRR  is  intended  to  proxy 
the  "market"  rate  available  for  that  country's  currency,  each  of  the  rates  shown  m  Table  4 
should  be  equal  in  the  eyes  of  a  rational  buyer.  As  a  result  of  continuing  negotiations  at  the 
OECD,  interest  rate  subsidies  and  the  use  of  export  credits  to  lower  costs  for  competitive 
advantage  have  for  the  most  part  been  eliminated  as  countries  lend  at  CIRR  (market-based)  rates. 

Table  4 

Major  Currency  CIRR  Rates,  1991-1992 


June  1991 

December  1991 

June  1992 

December  1992 

5-8  1/2  Years  /  Cat.  II 

U.S  $ 

9.00 

7.92 

7.69 

7.04 

Japanese  V 

7.50 

6.70 

6.10 

5.30 

German  Mark 

9.52 

9.68 

9.30 

8  18 

French  Franc 

10.17 

10.20 

10.01 

9.33 

U.K  £ 

11.35 

10.85 

10.01 

9.33 

Pure  Cover 

The  increasing  dominance  of  market-based  (CIRR)  interest  rates  for  officially  supported 
credits  has  added  a  new  factor  to  interest  rate  competitiveness:  the  efficiency  of  each  ECA's 
"pure  cover"  guarantee  to  access  market-oriented  financing.  Since  "pure  cover"  guaranteed 
financing  can  be  extended  at  prevailing  market  interest  rates  and  does  not  have  a  regulated 
minimum  like  the  CIRR  (which  only  approximates  market  rates),  the  efficiency  with  which  each 
ECA's  guarantee  gains  access  to  funding  sources  is  an  important  competitive  factor.  Recent 
enhancements  to  Eximbank's  guarantee,  such  as  100%  interest  rate  coverage  and  the  elimination 
of  counter-guarantees,  have  enabled  U.S.  exporters  to  gain  access  to  highly-competitive  U.S. 
capital  market  fixed  interest  rates.   In  FY  1992,  this  type  of  financing  accounted  for  about  30% 


*     Each  currency  has  a  CIRR.  which  is  based  on  market  interest  rates  available  for  each  currency. 
^     The  matrix  rate  is  gradually  being  phased  out.    It  is  now  available  only  for  Categor)  III  countries. 
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Table  5 
Efficiency  of  ECA  Guarantees  * 


Basis  Point  Spread  Over  Treasury  Due  To:                                         1 

■ 

Principal  Cover 

Interest  Cover 

Conditionality 

Disbursement 
Procedures    *  * 

Total 

ECGD  (U.K.( 

0  (TOO) 

0  (100) 

0 

85 

85 

COFACE  (France) 

25  (95) 

10  (<100) 

50 

25 

110 

SACE  (Italy) 

25  (95) 

10  (<100) 

50 

25 

no 

EID-MITI  (Japan) 

25  (95) 

10  (<100) 

50 

25 

1  10 

Hermes  (Germany) 

35  (85901 

0  (100) 

50 

35 

120 

Eximbank  (U.S.) 

0  (100) 

0  (100) 

0 

40 

40 

(  )  Indicates  percent  of  cover 

'  The  figures  are  based  on  discussions  with  commercial  banks  and  information  published  on  the  structure  of  ECA  guarantees 

••  A  catch-all  phrase  meant  to  include  all  aspects  of  the  period  between  authorization  and  full  disbursement 


of  total  Eximbank  medium-  and  long-term  guarantee  activity. 

A  review  of  the  relevant  components  that  determine  the  effective  cost  of  a  loan 
guaranteed  by  an  ECA  reveals  that  Eximbank's  guarantee  is  by  far  the  most  efficient.  That  is, 
Eximbank's  unconditional  guarantee  of  100%  principal  and  interest  combined  with  an  efficient 
disbursement  mechanism  (e.g.,  the  process  of  affixing  Eximbank's  guarantee  to  the  note) 
generates  an  mterest  rate  that  is  45-80  basis  points  below  what  other  ECA  guarantees  can  attain 
(see  Table  5).  Moreover,  as  CIRR's  are  set  100  basis  pomts  above  Treasury's  rate.  Eximbank's 
guarantee  (depending  on  the  interest  rate  climate)  can  beat  the  CIRR  by  50-60  basis  points.  In 
sum,  as  long  as  the  quality  of  Eximbank's  pure  cover  guarantee  remains  unrivaled  by  guarantees 
offered  by  other  ECAs,  U.S.  exporters  should  continue  to  enjoy  a  significant  competitive 
advantage  as  they  gain  access  to  U.S.  capital  markets.  This  apparent  advantage  is  clearly 
evident  to  Eximbank's  foreign  counterparts.  For  example,  in  evaluating  the  competitiveness  of 
their  own  programs,  other  ECAs  have  noted  that  the  quality  of  Eximbank's  guarantee  is 
unmatched.  The  perception  of  a  U.S.  advantage  in  this  area  may  well  stimulate  changes  to  the 
OECD  Arrangement  which  could  reduce  any  U.S.  advantage. 

Exposure  Fees 

In  light  of  the  elimination  of  the  interest  rates  from  a  competitive  context,  exposure  fees 
have  taken  on  added  importance  in  the  evaluation  of  a  transaction's  cost.  All  major  ECAs 
charge  an  exposure  fee  to  offset  the  risk  of  nonpayment  b\'  foreign  obligors.  However,  while 
there  is  growing  budgetary  pressure  to  eliminate  subsidies  from  ECA  exposure  fees,  they  are 
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not  currently  subject  to  any  international  agreement.  Accordingly,  these  fees  vary  widely  among 
ECAs  according  to  assessment  of  country  risk,  concentration  of  risk,  country  cover  policies,  and 
institutional  policy  goals  (e.g.,  foreign  or  strategic  objectives). 

A  straight  comparison  of  ECA  exposure  fees  is  complicated  by  structural  differences 
among  the  different  ECA  fee  systems.  The  U.K.s  Portfolio  Management  System  attempts  to 
closely  match  fee  levels  to  each  transaction's  risk  through  a  case  specific  evaluation  of  the 
probabilities  of  default  and  expected  loss.''  In  contrast,  the  German  exposure  fee  "system"  is 
more  simplistic,  as  it  takes  only  term  and  buyer  type  (e.g.,  sovereign/public  vs.  private)  into 
account.*  The  French  and  Japanese  systems  differentiate  by  country  risk  and  term  and  disregard 
buyer  type.  Despite  the  wide  variations  among  the  different  exposure  fee  systems,  they  all  share 
a  stated  goal  of  operating  on  a  break-even  basis.  While  Eximbank's  exposure  fee  system  takes 
all  the  previously  mentioned  factors  into  account,  its  core  goal  differs.  The  primary  objective 
of  Eximbank's  medium-  and  long-term  fee  system  is  to  provide  U.S.  exponers  with  fees  that  are 
not  noticeably  higher  than  the  lowest  fee  of  any  major  competitor  for  all  classes  of  risk  and 
length  of  term. 

Charts  VI  and  VII  compare  Eximbank  exposure  fees  with  four  of  its  major  competitors. 
For  the  purpose  of  comparison,  country-specific  exposure  fee  data  using  Eximbank's  risk  rating 
system  was  used  to  generate  the  charts.  This  method  factors  out  differences  in  the  structure  of 
each  system  and  provides  an  analysis  of  acuial  competitor  fees  in  each  risk,  buyer  type,  and  term 
grouping. 

Basically,  Charts  VI  and  VII  reveal  that  Eximbank  exposure  fee  levels  for  medium- 
and  long-term  transactions  are  generally  competitive  in  low  risk  markets  and  very 
competitive  in  high  risk  markets.  In  fact,  while  Eximbank  fees  generally  rank  in  the  mid- 
range  of  each  comparison,  they  are  considerably  lower  than  the  highest  and  not  much  higher 
than  the  lowest  competitor  fee  level  in  each  risk  categor>'. 

A  recent  examination  of  ECA  fee  levels  conducted  by  the  OECD  Secretariat  concluded 
that  Eximbank  "tends  to  quote  the  lowest  fees"..  Taken  together  with  the  data  presented  in  this 
report,  it  is  obvious  that  Eximbank  exposure  fees  are  at  the  worst  very  competitive,  if  not  better 
than  other  ECAs'  fees. 

Recently,  there  has  been  some  movement  in  the  OECD  to  discuss  the  topic  of  reducing 


This  system  has  been  criticized  widely  by  U.K.  exponers  who  feel  thai  ihey  are  at  a  competitive 
disadvantage.  As  a  result,  the  U.K.  recently  announced  that  fees  will  be  lowered  considerably  over  the 
next  two  years. 

The  Germans,  under  pressure  from  their  exporters,  will  be  restructuring  their  exposure  fee  system  to  take 
differing  country  risks  into  account. 
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Table  6 
Comparison  of  Fee  Levels  for  Short-Term  Business,  1986-1992  * 


1986 

1987 

1988 

1989 

1990 

1991 

199: 

U.S^ 

0.59 

0.59 

0.60 

0.60 

0.60 

0.50 

0.50 

Canada 

0.51 

0.46 

0.50 

0.50 

0.50 

0  40 

0.40 

France 

n/a 

n/a 

0.48 

0.52 

0.57 

0.61 

0.63 

Germany 

0.94 

0.90 

0.60 

0.90 

0.90 

1.10 

1.00 

U.K 

0.64 

0.60 

0.59 

0.56 

0.52 

0.52 

0.52 

•  Average  short-term  fee  income,  expressed  as  SI  per  SI 00  of  shipments 

subsidies  in  exposure  fees.  In  fact,  several  rounds  of  information  have  been  exchanged  that  have 
mainJy  focused  on  structural  principles  of  fee  setting.  While  this  approach  has  at  least  staned 
the  process,  the  U.S.  hopes  to  focus  on  agreeing  on  general  ranges  of  fees  for  specific  countries. 
Given  the  differences  in  EGA  structure,  philosophy,  and  countries"  national  interests,  it  will  be 
difficult  to  arrive  at  a  common  structural  approach  to  exposure  fees. 

Regarding  shon-term  fees,  a  specific  comparison  is  difficult  due  to  the  nature  of  how 
most  EGAs  calculate  their  fees  (i.e.,  a  "whole  turnover"  risk  concept  that  is,  EGAs  require 
exponers  to  insure  all  their  export-related  receivables  for  one  price  to  achieve  a  better  global 
spread  of  risk).  Table  6  shows  Eximbank's  annualized  average  short-term  fee  to  be  generally 
competitive  with  those  of  other  EGAs  that  repon  comparable  information  to  the  Berne  Union.' 

Section  2       Comparison  of  Risk-Taking 

While  the  fee  comparison  in  the  previous  section  of  this  report  reveals  that  Eximbank  fees 
are  generally  competitive  for  short-,  medium-,  and  long-term  transactions  in  all  markets  (for 
public  as  well  as  private  risk),  an  examination  of  Eximbank's  willingness  to  take  risk  relative 
to  its  competitors  is  needed  to  complete  the  picture. 

This  section  focuses  on  the  competitive  aspects  of  EGA  restrictions  on  doing  business 
with  particular  countries.  These  restrictions  range  in  severity  from  being  closed  for  all 
transactions  to  being  open  for  all  business.  In  between,  an  EGA  may  limit  transactions 
according  to  buyer  type  (public  vs.  private)  or  term  due  to  the  panicular  country's  economic 
conditions  or  debt  repayment  history.  An  EGA  may  also  wish  to  limit  its  exposure  in  any  given 
country  by  limiting  the  size  and  amount  of  new  transactions. 


The  Berne  Union  is  an  association  of  private  and  govemmeni  expon  credit  and  investment  insurers  that 
seeks  to  promote  international  acceptance  of  sound  principles  and  discipline  regarding  the  terms  of  export 
credit  and  insurance. 
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Charts  VIII  and  IX  are  based  on  a 
representative  sample  of  developing 
countries  (by  region  as  well  as  economic 
strength)  for  which  EC  As  repon  their  cover 
policies  to  the  Berne  Union.  They  attempt 
to  quantify  the  "operuiess"  of  each  ECA 
(e.g.,  with  or  without  restrictions). While  an 
ECA  may  provide  cover  in  very  risk\ 
markets,  this  coverage  may  be  restricted  to 
such  a  degree  that  it  is  for  all  intents  and 
purposes  closed.  A  low  fee  in  a  closed 
market  is  not  a  competitive  structure. 

Chan  VIII  reveals  that  in  1992. 
Eximbank  provided  short-term  cover  for 
fewer  countries  than  any  of  its  major 
competitors.  However,  Eximbank  provided 
the  most  unrestricted  coverage.  Chart  IX 
places  Eximbank  cover  policy  in  the  middle 
of  its  competitors  for  medium-  and  long- 
term  business.  Again.  Eximbank  provided 
b>  far  the  most  unrestricted  coverage. 
Given  the  fact  that  most  markets  for  which 
Eximbank  is  closed  are  small,  the  benefits 
gained  from  the  high  percentage  of 
unlimited  coverage  probably  outweigh  any 
disadvantages  due  to  Eximbank  being  closed 
in  more  countries. 

Section  3       Extraordinary  Support 

In  addition  to  standard  aspects  of 
export  credit  support,  ECAs  may  also 
provide  several  types  of  "extraordinary" 
support  to  their  exporters.  The  importance 
of  different  types  of  support  may  change 
from  year  to  year  in  light  of  changes  in  the 
financial  and  economic  environment.  The 
following  list  identifies  the  three  most 
important  areas  of  "extraordinary"  support 
over  the  last  few  vears: 


Chart  VIII  Comparison  of  Short-Term  Cover 

Policies.  1992 


%  ol  Countrlts  Whtrt  ECA  li  'Optn' 


Itily        UX.     Qerminy  France    Cinide     Japan       U.S. 
■  Unrailrlclad     [2  Soina  Raalrlctloni 


Chart  IX  Comparison  of  R/ledium  and  Long- 

Term  Cover  Policies,  1992 


I  ol  Counttlei  Wliere  ECA  la  'Ontn' 
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1.  Tied  Aid  Credits  -  The  donor  countn'  subsidizes  the  cost  of  a  transaction  to  the  buyer 
in  return  for  the  purchase  of  its  goods.  This  suppon  may  come  alone  in  the  form  of  a 
true  "tied  aid  credit"  or  combined  with  standard  export  credit  terms  (e.g..  mixed  credit). 

2.  Foreign  Content  Support  -  This  support  involves  the  fmancing  of  third-country  (i.e., 
neither  the  buyer  or  seller  country)  components  of  a  good  to  be  exported.  This  foreign 
content  is  included  m  the  exponer"s  total  sales  price. 

3.  Local  Cost  Support  -  The  EGA  provides  credit  or  guarantee  cover  for  costs  incurred  in 
the  buyer's  countr}'  that  are  associated  with  the  export  transaction. 

Tied  aid  is  recognized  as  a  very  expensive  and  trade-distorting  practice.  Although  the 
U.S.  has  pursued  negotiations  aimed  at  ending  it.  tied  aid  remains  the  most  highly  visible  form 
of  extraordinan.'  support.  Historically,  Eximbank  has  provided  tied  aid  suppon  only  as  a  means 
of  strengthening  the  U.S.  negotiating  position. 

As  Table  7  illustrates.  U.S.  provision  of  tied  aid  over  the  last  four  years  mirrored 
negotiations  activity,  which  peaked  in  1991.  The  1990-1991  period  was  marked  by  increased 
use  of  Eximbank's  "War  Chest"  to  provide  funds  to  counter  or  preempt  tied  aid  offers  made  by 
competitors  as  pan  of  the  U.S.  negotiating  strategy.  February  of  1992  marked  the 
implementation  of  new  rules  regarding  the  provision  of  tied  aid.'"  Since  the  implementation 
of  these  new  rules.  U.S.  tied  aid  suppon  has  declined  dramatically  while  the  effects  of  the  new 
agreement  are  evaluated. 

Another  important  form  of  extraordinary  support  is  the  provision  of  foreign  content 

support  (e.g.,  the  suppon  of  exports  containing  some  foreign-manufacnired  components).  Due 
to  the  increase  in  the  globalization  of  production,  foreign  content  support  has  become  the  most 
common  form  of  extraordinary  support  offered.  Eximbank  policy  allows  for  up  to  155c  foreign 
content  to  be  included  in  its  financing  package.  However,  each  item  of  supply  must  contain  at 
least  50%  U.S.  content,  and  all  eligible  foreign  content  must  be  incorporated  into  the  product 
and  shipped  from  the  U.S.  As  Table  7  illustrates,  Eximbank  foreign  content  policy  is  generally 
competitive  with  that  of  its  major  competitors.  Its  slightly  lower  ranking  is  the  result  of  a  tighter 
operational  policy  (e.g.,  the  parameters  listed  previously).  Overall,  Eximbank's  foreign  content 
policy  is  designed  to  maximize  U.S.  content  while  maintaining  the  competitiveness  of  Eximbank 
supported  transactions. 

Local  cost  support  has  become  more  important  recently  due  to  an  increase  in  the  number 
of  large  project  transactions  that  sometimes  require  this  type  of  suppon.  The  increase  in 
Eximbank's  1992  ranking  resulted  from  a  policy  change  in  1991.    In  the  past.  Eximbank 


TTiese  new  rules  as  well  as  U.S.  negoiiaiions  strategy  are  detailed  in  Appendix  2  of  this  repon. 


74-647  0-94-5 
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Table  7 
Availability  of  Extraordinary  Support  * 


Type  of  Extraordinary   Support                                      | 

Mixed  / 
Tied  Aid 
Credits 

Foreign 
Content 
Support 

Local 

Cost 

Support 

U.S.                          1989 
1990 
1991 
1992 

0.5 
1.5 
1.5 
0.5 

2.0 
2.0 
2.0 

2.0 

1.0 
1.0 
1.0 
1.5 

Canada                   1989 
1990 
1991 
1992 

2.0 
2.0 
1.5 
1.5 

3.0 
2.5 
2.5 
2.5 

2.0 
1.0 
1.0 
1.0 

France                      1989 
1990 
1991 
1992 

3.0 
3.0 
2.0 
2.5 

2.5 
2.5 
2.5 
2.5 

2.0 
2.0 
2.0 
2.0 

Germany                 1989 
1990 
1991 
1992 

2.0 
2.0 
2.0 
3.0 

2.0 
2.5 
2.5 
2.5 

2.0 
2.0 
2.5 
2,5 

Italy                          1989 
1990 
1991 
1992 

3.0 
3.0 
3.0 
3.0 

2.5 
2.5 
2.5 

2.5 

1.0 
2.5 
2.0 
2.0 

Japan                     1989 
1990 

1991 
1992 

2.5 
2.0 

1.5 
1.5 

2.0 
2.5 
2.5 

2.5 

3.0 
2.5 
2.5 

2.5 

U.K.                          1989 
1990 
1991 
1992 

2.5 
1.5 
1.5 

1.5 

2.5 
2.5 
2.5 
2.5 

2.0 
2.0 
2.0 
2.0 

0  =   Not  Available 

1  =   Used  Only  in  Special  Circumstances  (e.g..  lo  Match  Compeiilion) 

2  =  An  Available.  Moderately  Used  Program 

3  =  An  Extensively  Used  Program 
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would  consider  providing  local  cost  support  if  one  of  the  following  two  conditions  existed: 

•  If  a  foreign  competitor  was  offering  local  cost  support. 

•  If  the  buyer  could  show  that  no  local  commercial  financing  was  available  for  the  local 
cost  component  of  the  transaction. 

Now,  Eximbank  will  provide  local  cost  support  if  one  of  the  conditions  is  met. 
Eximbank  policy  allows  for  up  to  15%  local  cost  to  be  included  in  its  financing  package. 

Overall,  the  comparison  of  the  technical  aspects  of  Eximbank  programs  with  those  of  its 
major  competitors  shows  Eximbank  in  a  positive  light.  Eximbank  cover  and  extraordinary 
suppon  policies  remain  competitive  in  spite  of  somewhat  tighter  operational  parameters. 
Eximbank-supported  transactions  are  cost  competitive,  and  often  enjoy  an  advantage  due  to  the 
efficienc\'  of  its  Guarantee. 
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The  competitiveness  of  Eximbank  suppon  can  also  be  measured  through  an  analysis  of 
the  fmal  outcome  of  cases  it  supponed  in  1992.  This  analysis  provides  a  quantitative  measure 
of  the  success  or  failure  of  Eximbank  offers.  In  the  past,  medium-  and  long-term  transactions 
were  analyzed,  however,  it  has  become  apparent  that  this  analysis  no  longer  yields  useful 
information  for  the  medium-term  due  to  the  emergence  of  credit  guarantee  facilities  and  the  non- 
competitive namre  of  medium-term  one-off  transactions  that  make  it  to  fmal  commitment  stage. 

Table  8 

The  Disposition  of  Eximbank  Long-Term  Loan  and  Guarantee  Offers  * 

($  millions) 


CY 

989 

CY 

990 

CY 

991 

CY 

992 

n  of 

Export 

P  of 

Export 

n  of 

Export 

U  of 

Export 

Cases 

Value 

Cases 

Value 

Cases 

Value 

Cases 

Value 

1.  Long-Term  Dispositions  ** 

66 

2,409 

56 

2,757 

104 

5,976 

132 

8,027 

A.  U.S.  Won 

22 

686 

31 

1.193 

54 

3,685 

63 

3,272 

1 .  w/Exim  Support 

16 

516 

25 

1.003 

44 

3,020 

50 

2.529 

2.  w/out  Exim  Suppon 

6 

170 

6 

190 

10 

665 

13 

743 

B.  U.S.  Lost  ••• 

22 

783 

12 

821 

24 

1,250 

15 

967 

1.  Due  to  Standard  Official 

0 

0 

0 

0 

0 

0 

0 

0 

Export  Credit 

2.  Due  to  Tied  Aid 

3 

134 

1 

12 

5 

230 

1 

73 

C.  Deferred 

22 

940 

13 

743 

26 

1,041 

54 

3,788 

II.  Ratios 

A.  U.S.  Wins  •••• 

50.0% 

46.7% 

72.1% 

59.2% 

69,2% 

74,7% 

80,8% 

77,2% 

B.  U.S.  Los-.es  Due  to  Standard 

0.0% 

0.0% 

0.0% 

0.0% 

0,0% 

0,0% 

0,0% 

0,0% 

Export  Credit*  •  •  •  • 

C.  U.S.  Losses  Due  to  Tied 

13.6% 

17.1% 

8.3% 

1,5% 

20.8% 

18,4% 

6,7% 

7,5% 

Aid  Credit 

_^ 



This  table  summanzes  actual  wins/losses,  excluding  aircraft  and  nuclear  transactions,  cases  that  did  not  come  in  as  a 

preliminary  commitment,  and  credit  guarantee  facilities 

Long-term  transactions  are  defined  as  having  an  export  value  greater  than  $  1 1 .8  million  or  having  a  repayment  term  greater 

than  7  years 

Losses  are  based  pnmarily  on  the  exporter's  judgment  of  why  the  transaction  was  lost 

As  a  share  of  all  cases  won/lost 

As  a  share  of  total  losses 
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To  this  end.  only  long-term  transactions  have  been  analyzed  for  1992. 

Regarding  1992  long-term  offers.  Table  8  mdicates  the  foilowmg: 

•  The  success  of  Eximbank  offers  has  increased  steadily  over  the  last  four  years  (from  47% 
m  1989  to  77%  in  1992). 

•  Standard  financing  offers  have  been  highly  competitive.  In  fact,  over  the  last  four  years 
no  case  has  been  lost  to  competition  that  provided  only  standard  financing. 

•  Losses  due  to  confirmed  tied  aid  competition  have  been  uneven  from  year  to  year, 
however,  over  the  last  four  calendar  years,  a  total  of  10  cases  have  been  lost  that  add  up 
to  about  $449  million." 


"  The  numbers  on  losses  due  to  competitors'  tied-aid  offers  do  not  include  those  which  could  not  be 
confirmed  by  Eximbank.  Also,  some  U.S.  exponers  withdraw  or  do  not  put  forward  bids  when  faced  with 
tied  aid  competition  or  a  market  "spoiled"  by  tied  aid. 
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PART  IV      SURVEY  OF  U.S.  EXPORTERS  AND  COMMERCIAL  BANKERS 


In  fulfillment  of  a  Congressional  mandate,  Eximbank  conducts  an  annual  survey  of 
bankers  and  exponers  who  have  recent  experience  with  Eximbank's  programs.  Survey 
respondents  are  asked  to  measure  the  competitiveness  of  Eximbank's  support,  both  relative  to 
the  suppon  offered  by  competitor  ECAs,  as  well  as  in  terms  of  how  well  Eximbank  is  meeting 
the  needs  of  the  U.S.  exporting  community.  It  is  necessar>'  to  understand  this  broad  definition 
of  "competitiveness"  in  order  to  appreciate  the  full  meaning  of  the  survey  results. 

The  average  banker's  or  exporter's  awareness  of  direct  official  export  credit  competition 
is  relatively  low;  less  than  20%  of  respondents  considered  themselves  knowledgeable  enough 
about  the  foreign  export  credit  agencies  to  rate  them  against  Eximbank  on  specific  program 
feaaires.  Those  bankers  and  exporters  who  were  familiar  with  the  practices  of  foreign  ECAs 
ranked  France  and  Japan  as  most  competitive  in  all  but  one  category  (See  Table  16).  Yet 
despite  the  deficit  of  knowledge  about  official  export  credit  competition  among  those  surveyed, 
almost  all  respondents  expressed  strong  opinions  about  how  Eximbank's  programs  and  operations 
have  positively  and  negatively  affected  their  ability  to  compete  in  the  global  marketplace. 

The  underlying  message  transmitted  through  the  survey  responses  can  be  summed  up  as 
follows:  While  Eximbank's  "product"  is  becoming  more  competitive  (and  more  attractive  to 
banks  and  exponers),  the  efficiency  and  speed  with  which  Eximbank's  services  are  delivered  to 
its  customers  have  suffered  under  the  resulting  increase  in  demand.  The  modifications  that 
Eximbank  made  to  its  guarantee  in  1991  and  1992  received  high  marks  from  many  survey 
respondents,  particularly  bankers.'*  But  nearly  every  positive  remark  made  by  bankers  and 
exponers  about  Eximbank's  recent  improvements  or  advances  in  areas  such  as  project  finance 
was  tempered  with  complaints  about  case  processing  time  and  strained  personnel  resources. 

Section  1        Survey  Process 

The  survey  was  sent  to  87  financial  institutions  and  130  exponers  that  were  active  with 
Eximbank  programs  during  1992  (See  Table  8).  This  represents  an  almost  50%  increase  in 
sample  size  over  1991,  with  response  rates  decreasing  slightly  for  exponers  (59%  vs.  61%  in 
1991)  and  rising  significantly  for  banks  (61%  vs.  54%  in  1991).  Distribution  of  the  survey  was 
widened  with  the  intention  of  achieving  a  more  accurate  representation  of  Eximbank's  actual 
clientele. 


The  following  enhancements  were  made  lo  Eximbank's  guarantee  in  1991  and  1992;  100%  coverage  of 
principal  and  interest  on  medium-  and  long-term  guaranteed  loans;  accelerated  repayment  option  in  the 
event  of  default;  elimination  of  the  2%  counter-guarantee  requirement  on  non-sovereign,  medium-term 
guaranteed  loans;  one-time  option  for  lenders  to  switch  from  noating  to  fixed  rates;  eligibility  of  legal  and 
banking  fees  and  commercial  paper  funded  loans  for  Eximbank  suppon;  and  capital  market  access  for 
Eximbank-backed  loans  by  permitting  securitized  financing  structures. 
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Table  8 
Survey  Response  Rates 


Banks 

Exporters                                | 

1990 

1991 

1992 

1990 

1991 

1992 

Number  Surveyed 

43 

59 

87 

67 

90 

130 

Number  Responding 

21 

32 

53 

39 

55 

76 

Response  Rate 

49% 

54% 

61% 

63% 

61% 

59% 

Section  2       Profile  of  Respondents 


Banks 

Unlike  previous  years"  surveys,  in  the  1992  survey  banks  were  asked  to  identify 
themselves  as  either  money  center/super-regional,  foreign-owned,  regional  or  community.  This 
was  intended  to  add  another  dimension  to  the  analysis  of  the  survey  results;  the  relative  numbers 
of  each  type  of  bank  should  not  be  seen  as  representative  of  Eximbank's  users  as  a  whole,  since 
some  types  of  banks  may  be  more  inclined  to  respond  to  the  survey  than  others.  Of  the  53 
banks  that  responded.  21  banks  (389c)  defined  themselves  as  money-center  or  super-regional. 
13  (25%)  as  regional,  18  (359t)  as  foreign-owned,  and  one  (2%)  as  community. 

As  evidenced  by  both  the  bankers'  survey  response  rates  (up  25%  over  two  years  -  see 
Table  8)  and  their  reported  trade  finance  activity  levels  (see  Table  9),  banks  seem  to  have  a 
growing  appetite  for  export  finance.    Overall,  60%  of  banks  reported  that  their  level  of  export 

Table  9 

Bank  Export  Finance  Activity  Compared  to  Previous  Year  (By  Term) 

(Percent  of  banks  indicating  Higher,  Same,  Lower) 


Money-Center/ 
Super-Regional 

Regional 

Foreign  Owned 

All  Banks             1 

H 

S 

L 

H 

S 

L 

H 

S 

L 

H 

s 

L 

Term: 
Short 

Medium 

Long 

71% 
70% 
35% 

19% 
20% 
65% 

10% 
5% 
0% 

77% 

33% 

0% 

15% 
50% 
78% 

8% 
17% 
22% 

88% 

67% 
64% 

12% 
33% 
29% 

0% 
0% 
7% 

79% 
61% 
39% 

15% 
33% 
54% 

6% 
6% 
7% 
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finance  activity  was  higher  in  1992  than  in  1991.   In  last  year's  survey,  only  50^f  of  banks  saw 
an  increase  in  export  finance  activity  levels  over  the  previous  year. 

As  Table  9  shows,  this  increase  in  trade  finance  activity  is  not  evenly  distributed  among 
the  different  types  of  banks.  Foreign-owned  banks  seem  to  be  expanding  their  export  financing 
at  a  faster  rate  than  any  of  the  U.S.  banks  in  the  short-term  and  long-term  categories,  while 
money-center/super-regional  banks  have  seen  their  medium-term  expon  loans  grow  the  fastest. 
Regional  banks  are  increasing  their  short-term  activities  by  over  75%  and  are  showing  significant 
movement  in  the  medium-term,  but  are  virtually  stagnant  on  long-term  export  financing. 

E.xporters 

Exporters  were  also  asked  to  order  themselves  in  several  ways  -  by  total  sales,  total 
export  sales,  time  in  business,  time  in  exponing,  products  and  markets.  It  is  not  surprising  that 
exponers  listed  Latin  America  as  their  biggest  market  in  the  developing  world  and  capital  goods 
as  their  primarj'  type  of  expon  (see  Tables  10  and  11).  Latin  America  is  the  destination  for  the 
majority  of  Eximbank-supponed  U.S.  exports,  and  Eximbank  medium-  and  long-term  programs 
are  designed  to  facilitate  the  expon  of  capital  goods  and  services. 


Table  10 
Products  Exported  by  Respondents 


Table  1 1 
Destination  of  Products  Exported 


Commodities  /  Raw  Materials 

4% 

Consumer  Goods  /  Light  Manufactures 

9% 

Intermediate  /  Semi-Processed  Goods 

7% 

Capital  Goods 

59% 

Services 

14% 

Other  (Spares,  etc.) 

6% 

W.  Europe  /  Japan  /  Australia  /  Canada 

32% 

E.  Europe  /  Former  Soviet  Union 

6% 

Latin  America 

30% 

Africa 

9% 

Asia  (excluding  JapanI 

23% 

The  distribution  of  exponer  respondents  across  both  measures  of  size  (total  sales  and  total 
expon  sales)  and  experience  (time  in  business  and  time  in  exponing)  is  more  balanced  in  1992 
than  in  1991  (see  Tables  12  and  13).  Of  all  exponer  respondents,  68%  reponed  having 
increased  expon  sales  in  1992  compared  to  1991,  but  the  smaller  exponers  reponed  even  higher 
numbers.  A  full  76%  of  exponer  respondents  with  total  annual  sales  under  Si  billion  reponed 
an  increase  in  1992  expon  sales  over  the  previous  year,  compared  with  61%  for  exponers  with 
annual  sales  over  Si  billion. 
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Table  12 
Exporter  Respondents  by  Total  Sales  and  Exports 


Total  Sales 

Total  Exports                         | 

1991 

1992 

1991 

1992 

<   $10m 

SlOm  -  SlOOm 

SI  00m  -  Sib 

>   Sib 

2% 
26% 
22% 
50% 

12% 

31% 
21% 
36% 

11% 
32% 
35% 
22% 

28% 
30% 
23% 
19% 

Table  13 
Exporter  Respondents  by  Time  in  Business  and  Exporting 


Time  in  Business 

Time  in  Exporting                        1 

1991 

1992 

1991 

1992 

1-3  years 

0% 

4% 

2% 

7% 

4-10  years 

3% 

11% 

9% 

16% 

11-20  years 

13% 

11% 

18% 

12% 

20  ^-  years 

84% 

74% 

71% 

65% 

Section  3       Competitiveness  of  Eximbank  Program  Features 

Short-Term  Competitiveness 

In  the  shon  term,  few  banks  and  even  fewer  exporters  (under  10%)  could  answer  specific 
questions  about  the  practices  of  other  ECAs,  so  the  rankings  in  Table  14  represent  the  opinion 
of  only  a  handful  of  respondents. 

Nonetheless,  the  order  of  competitiveness  that  resulted  from  these  few  responses  is  fairly 
consistent  with  the  results  of  the  medium/long-term  competitiveness  questions:  France  and  Japan 
are  consistently  rated  the  most  competitive  in  every  category,  with  Italy  and  Canada  close 
behind.  The  United  States  is  perceived  as  generally  uncompetitive  by  shon-term  users  except 
for  the  level  of  its  fees,  where  Eximbank  is  tied  with  Canada  for  fourth  place. 
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Table  14 

Competitiveness  of  Short-Term  ECA  Program  Features 

lAs  Rated  by  Bankers  and  ExponersI 


Fees  /  Premiums 

Risk  Cover 

Foreign  Content 

First  Place 

France 

France 

France  /  Japan 

Second  Place 

Japan 

Italy 

Canada 

Third  Place 

Italy 

Japan 

Italy 

Fourth  Place 

Canada  /  U.S. 

Canada 

Germany  /  U.K. 

Fifth  Place 

Germany 

Germany 

U.S. 

Sixth  Place 

U.K. 

U.K. 

Seventh  Place 

U.S. 

Losses"  Due  to  Eximbank's  Lack  of  Short-Term  Competitiveness 

Bankers  and  exponers  both  seem  to  agree  that  Eximbank's  country  cover  limitaiions 
cause  them  to  lose  more  export  transactions  than  any  other  short-term  program  feature  (see 
Table  15).    The  export  destinations  where  respondents  would  like  more  Eximbank  support 
include  several  countries  where  Eximbank  cover  is  not  available  or  restricted  because  of  country 
conditions,"  and  a  few  countries  where  Eximbank  cover  is  legally  prohibited.'* 

For  bankers,  the  second-most  troublesome  aspect  of  Eximbank's  short-term  program  as 
revealed  in  Table  15  is  the  premium  level,  whereas  exporters  listed  percent  of  coverage  next. 
Eximbank's  short-term  foreign  content  policy  drew  less  fire  from  exporters  than  the  more 
complicated  long-term  policy,  yet  a  significant  number  of  bankers  and  exponers  complained  that 
even  the  short-term  policy  is  inflexible  when  compared  to  France  and  Japan. 


"  The  term  'losses'  is  used  here  and  elsewhere  in  this  text  because  the  question  that  appeared  on  Eximbank's 
surv'ey  was  worded.  "Have  you  (or  for  banks,  "Has  a  customer]  ever  lost  busmess  to  a  foreign  competitor 
because..."  This  was  done  in  an  attempt  to  distinguish  those  cases  where  an  exporter  or  banker  was 
inconvenienced  from  situations  where  a  U.S.  export  was  lost.  Respondents  were  asked  to  provide  details 
for  lost  transactions,  which  only  a  small  percent  of  exponers  and  an  even  smaller  percent  of  bankers  did. 
At  any  rate,  "yes'  responses  have  been  taken  at  face  value  for  the  purpose  of  this  analysis. 

"  The  countries  named  were  mostly  in  Latin/Central  America  including  Brazil,  Peru,  Guyana,  Honduras, 
Ecuador,  and  Suriname,  and  the  newly  independent  states  of  the  former  Soviet  Un-on. 

'""    These  countries  include  Iran,  Angola,  and  South  Africa  (not  legall.y  prohibited,  but  restricted). 
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Table  15 

Respondents  Claiming  Export  Sales  Were  Lost  Due  to  the  Uncompetitiveness 
of  Eximbank  Short-Term  Program  Features 


Features 

Bankers 

Exporters 

Premiums  /  Fees 

30% 

6% 

Country  Limitations 

54% 

44% 

Percent  of  Coverage 

2% 

22% 

Foreign  Content  Support 

22% 

14% 

Medium/Long-Term  Competitiveness 

As  ranked  by  exporters  and  bankers,  Eximbank  is  the  least  competitive  ECA  on  every 
medium-  and  long-term  program  feature  except  fees  and  risk  cover  (see  Table  16).  France  and 
Japan  ranked  most  competitive,  particularly  on  foreign  content  and  tied  aid.  In  addition  to  the 
major  foreign  countries  listed  in  Table  16,  the  ECAs  of  Spam,  Sweden,  Korea,  Belgium,  and 
Finland  were  mentioned  by  bankers  and  exporters  as  having  a  competitive  presence  in 
international  trade  finance.  Capitalization  of  interest  during  construction,  general  accessibility 
of  export  fmance  programs,  and  an  adequate  mterest  rate  spread  for  on-lending  banks  were  also 
cited  as  competitive  factors  by  respondents. 


Table  16 
Competitiveness  of  Medium-  and  Long-Term  ECA  Program  Features 


Fees 

Risk  Cover 

Project  Risk 

Local  Cost 

Foreign 

Tied  Aid 

1 

Availability 

Support' 

Support 

Content 

Availability 

First  Place 

Italy 

France 

France 

France/Jap. 

Japan 

France 

Second  Place 

Japan 

Japan 

Canada 

Italy 

France 

Japan 

Third  Place 

France 

Italy 

Japan 

Canada 

Italy 

Italy 

Fourth  Place 

U.S. 

Canada 

Italy 

Germany 

Canada 

Can. /Germ. 

Fifth  Place 

Canada 

UJS. 

Germany 

U.K. 

Germany 

U.K. 

Sixth  Place 

Germany 

U.K. /Germ. 

U.K. 

U.S. 

U.K. 

U.S. 

Seventh  Place 

U.K. 

U.S. 

U.S. 

However,  while  Eximbank  may  be  at  the  bottom  of  the  chart  in  most  categories  when 
compared  to  its  foreign  competitors,  shades  of  gray  do  exist.     A  majority  of  respondents 


112 


Part  IV 


31 


described   Eximbank  as   "competitive"   or  "more  competitive"   for  ever\'  medium/long-term 
program  feature  except  tied  aid  and  foreign  content  (see  Table  17). 

Table  17 

Percent  Rating  Eximbank  "Competitive"  or  "More  Competitive"  on  Medium-  and 

Long-Term  Program  Features 


Features 

Bankers 

Exporters 

Overall 

Fees 

86% 

82% 

84% 

Risk  Cover  Availability 

68% 

54% 

61% 

Project  Risk  Support 

72% 

58% 

65% 

Local  Cost  Support 

67% 

46% 

57% 

Foreign  Content  Support 

55% 

35% 

45% 

Tied  Aid  Availability 

42% 

36% 

39% 

Bankers  were  more  apt  than  exporters  to  find  Eximbank  competitive  or  more  competitive 
as  compared  to  foreign  ECAs.  The  difference  in  the  two  groups"  ratings  are  greatest  for  risk 
cover  availability,  project  risk  support,  and  local  cost  support. 

Losses"'  Due  to  Eximbank's  Lack  of  Medium-  and  Long-Term  Competitiveness 

Both  bankers  and  exporters  cited  Eximbank's  country  limitations  as  the  biggest  cause  of 
lost  export  transactions  requiring  medium-  and  long-term  financing  (see  Table  18).  Respondents 
complained  most  frequently  about  lack  of  Eximbank  cover  in  Latin  America  and  Africa,  and 
expressed  a  desire  for  more  Eximbank  involvement  in  Eastern  Europe  and  the  former  Soviet 
Union.  As  with  short-term  users,  countries  where  Eximbank  is  legally  prohibited  or  restricted 
from  doing  business,  such  as  Iran,  Angola  and  South  Africa,  were  often  mentioned. 

The  more  stringent  foreign  content  rules  for  long-term  transactions  were  criticized  for 
being  inflexible,  particularly  by  exponers  who  unlike  banks  must  bear  the  responsibility  of 
interpreting  and  applying  them.  Eximbank's  foreign  content  and  local  content  policies  appear 
to  be  affecting  the  competitiveness  of  U.S.  exporters.  A  number  of  respondents  claimed  that 
foreign  ECAs  were  more  lenient  on  both  counts,  panicuiarly  those  of  Japan  and  France,  and 
provided  details  of  cases  that  were  lost  because  of  Eximbank's  lack  of  flexibility. 


See  Fooinote  13. 
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Table  18 

Percent  of  Respondents  Claiming  Export  Sales  Were  Lost  Because 
Eximbank  Was  Not  Competitive  on  Medium/Long-Term  Program  Features 


Features 

Bankers 

Exporters 

Fees 

23% 

11% 

Tied  Aid 

20% 

32% 

Country  Limitations 

43% 

44% 

Project  Risk  Support 

16% 

22% 

Local  Cost  Support 

20% 

19% 

Foreign  Content  Support 

20% 

33% 

In  past  years'  survey  results,  Eximbank's  lack  of  competitiveness  on  the  availability  of 
tied  aid  topped  the  list  of  grievances  voiced  by  exporters.  This  year,  while  tied  aid  competition 
is  still  of  great  concern  to  exporters  (32%  claimed  to  have  lost  transactions  to  foreign  mixed 
credits  -  see  Table  18),  some  exporters  observed  a  decline  in  the  amount  of  competition 
supported  with  tied  aid  as  a  result  of  successes  in  the  OECD  tied  aid  negotiations.  The 
remaining  tied  aid  "hot  spots"  seem  to  be  Asia,  where  respondents  claimed  Japan  is  offering 
concessionary  financing,  and  North  Africa,  where  the  French  are  active. 

Eximbank's  efforts  in  the  area  of  limited  recourse  finance  attracted  positive  comments 
for  being  a  necessary  and  timely  option,  and  criticism  for  not  being  supported  with  enough 
resources  or  trained  staff.  Eximbank's  fees  and  premiums  apparently  did  not  negatively  impact 
the  exponers'  international  competitiveness,  although  more  than  one  respondent  complained  that 
Eximbank's  medium/long-term  fee  structure,  which  usually  charges  more  for  creditworthy 
private  sector  borrowers  than  for  sovereign  risk  regardless  of  the  country,  runs  counter  to  the 
U.S.  administration's  support  for  privatization  in  developing  countries. 

Section  4       Eximbank's  Operations  and  Administration 

As  mentioned  in  the  introduction,  the  process  of  delivering  Eximbank  support  to  its 
consumers  appears  to  be  as  much  of  a  competitive  issue  as  the  quality  of  the  support  itself.  Far 
and  away,  the  most  common  criticism  voiced  by  both  bankers  and  exporters  on  the  survey  had 
to  do  with  Eximbank's  processing  time. 
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Losses'   Due  to  Administration  Factors  -  Short-Term  Programs 

Considering  that  Eximbank  integrated  its  shon-ierm  insurance  program  mto  its  overall 
operations  in  September  1992  (it  had  been  contracted  out  to  FCIA  Management  Company.  Inc., 
a  private  insurer),  this  year's  survey  responses  on  shon-term  programs  will  be  far  more 
meamngful  after  next  year's  survey  results  are  in. 

Table  19 

Respondents  Claiming  Export  Sales  Were  Lost  Because  of  Shortcomings 
in  Eximbank's  Short-Term  Administrative  Aspects 


Features 

Bankers 

Exporters 

Processing  Time 
Clarity  of  Program  Guidelines 
Paperwork  Requirements 
Technical  Proficiency  of  Staff 

36% 

23% 

23% 

9% 

18% 
6% 

15% 
9% 

Overall,  hanks  were  more  critical  of  Eximbank's  administration  of  its  short-term 
programs  than  exporters.  The  number  one  concern  for  both  bankers  and  exporters  was 
Eximbank's  slow  processing  time  (see  Table  19).  One  respondent  attributed  recent  excessive 
delays  to  Eximbank's  bringing  the  insurance  operation  in-house.  Eximbank's  paperwork 
requirements  seem  to  have  also  been  an  impediment  to  doing  business.  The  documentation 
required  for  insurance  applications  and  renewals  was  criticized  by  several  respondents  for  being 
excessive  and  burdensome  to  small  business. 

A  handful  of  bankers  and  exporters  used  the  survey  to  voice  their  observations  on 
Eximbank's  administration  of  the  insurance  program.  Besides  being  confused  by  the  insurance 
division's  move  from  New  York  to  Washington,  some  respondents  expressed  the  hope  that 
having  all  of  Eximbank's  divisions  under  one  roof  would  help  to  harmonize  the  short-term  and 
medium/long-term  programs.  Others  worried  that  Eximbank  had  "bitten  off  more  than  it  could 
chew"  with  the  integration  of  the  short-term  programs.  Table  20  shows  survey  respondents' 
satisfaction  with  Eximbank's  administration  of  short-term  programs. 


See  Fooinote  13. 
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Table  20 
Rating  Eximbank's  Administration  of  Short-Term  Programs 


Features 

Bankers 

Exporters 

Overall 

Overall 

1992 

1992 

1992 

1991 

Processing  Time 

D  + 

C 

D  + 

D  + 

Clarity  of  Program  Guidelines 

C 

c  + 

C  + 

C 

Paperwork  Requirements 

C 

c 

C 

D^ 

Staff  Technical  Proficiency 

C* 

" 

c  + 

NA 

Losses'"  Due  to  Administration  Factors  -  Medium/Long-Term  Programs 

While  less  than  one-fourth  of  the  exponers  claimed  losses  due  to  slow  processing  time 
in  medium-  and  long-term  programs,  fully  one-third  of  them  reported  Eximbank's  slowness  to 
be  a  serious  problem.  Almost  half  of  the  banks  reported  losing  export  transactions  because  of 
Eximbank's  sluggishness.  All  phases  of  processing  a  transaction  (i.e.  first  response  to 
application,  issuance  of  preliminary  commitment  and  final  authorization,  drafting  of 
documentation,  and  disbursement)  were  implicated  by  bankers  and  exponers  for  being 
excessively  slow.  A  large  number  of  respondents  attributed  Eximbank's  delays  to  inadequate 
numbers  of  loan  officers,  lawyers. and  contract  officers. 


Table  21 

Respondents  Claiming  Export  Sales  Were  Lost  Because  of  Shortcomings 
in  Eximbank's  Medium/Long-Term  Administrative  Aspects 


Features 

Bankers 

Exporters 

Processing  Time 

Clarity  of  Program  Guidelines 

Paperwork  Requirements 

Technical  Proficiency  of  Staff 

47% 
21% 
26% 

14% 

26% 
8% 
9% 

4% 

See  Footnoie  13. 
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According  to  exporters.  Eximbank"s  paperwork  requirements  were  not  a  cause  for  many 
lost  export  deals.  However,  those  exporters  that  did  complain  of  excessive  paperwork  tended 
to  be  smaller  businesses  involved  in  processing  smaller  transactions.  One  respondent  described 
the  application  process  for  Eximbank's  medium-term  programs  as  "formidable"  for  small 
business,  and  another  noted  that  the  financial  statements  required  by  Eximbank  for  transactions 
under  SI  million  were  excessive  and  prohibitively  expensive  for  small  businesses  to  produce. 

The  exporters  had  few  problems  overall  with  the  clarity  of  Eximbank's  policies.  The 
policy  areas  that  did  frustrate  some  exporters  were  Eximbank's  foreign  content  and  military 
equipment  restrictions.  Bankers  were  more  concerned  than  exponers  that  Eximbank's  guidelines 
were  unclear  or  mierpreted  mconsisiently  by  loan  officers,  lawyers,  and  contract  officers. 

It  is  interesting  to  note  that  companies  with  export  sales  under  SlOO  million  were 
noticeably  more  generous  in  grading  Eximbank's  processing  time  than  companies  with  export 
sales  over  SlOO  million  Foreign  banks  also  graded  Eximbank  higher  in  the  processing  time 
category  than  U.S.  banks,  which  may  reflect  their  more  extensive  experience  with  foreign  ECAs 
-  all  exporters  and  bankers  think  their  own  ECA  is  slow  and  bureaucratic. 

Table  22 
Rating  Eximbank's  Administration  of  Medium/Long-Term  Programs 


Features 

Bankers 

Exporters 

Overall 

Overall 

1992 

1992 

1992 

1991 

Processing  Time 

D  + 

D  + 

D  + 

D  + 

Clarity  of  Program  Guidelines 

C  + 

C  + 

C  + 

C 

Paperwork  Requirements 

C 

C 

c 

D  + 

Staff  Technical  Proficiency 

C  + 

C  + 

c  + 

NA 

For  the  last  two  years,  both  exporters  and  bankers  have  highlighted  the  processing  of 
transactions  as  a  major  problem.  Eximbank's  response  to  these  concerns  has  already  begun  to 
take  shape  through  the  implementation  of  the  following  procedures: 

•  Increased  Delegation  of  Authority:  The  vice-presidents  and  deputies  of  Eximbank's 

regional  lending  and  insurance  divisions  have  expanded  delegated  authority  to  approve 
a  broader  range  of  transactions.  Increased  delegated  authority  means  that  fewer  cases 
must  go  through  the  time-intensive  board  review  process. 
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•  Use  of  Letters  of  Interest  (Lis):  For  a  typical  transaction,  it  can  take  Eximbank  3-6 
months  to  conduct  the  analysis  and  review  necessary  policy  aspects  to  issue  a  preliminary 
commitment  (PC),  yet  historically  only  one  in  four  PCs  ever  get  convened  to  a  final 
commitment.  As  an  alternative  to  the  PC.  the  LI  indicates  Eximbank's  cover  policy  in 
the  proposed  foreign  market,  as  well  as  the  terms,  conditions  and  program  options 
relevant  to  the  transaction.  Because  the  amount  of  review  required  to  issue  an  LI  is 
substantially  less  than  that  for  a  PC,  the  LI  can  be  processed  in  a  matter  of  days  as 
opposed  to  months. 

•  Credit  Guarantee  Facilities  (CGFs):  Already  an  extensively  used  mechanism  at 
Eximbank,  CGFs  have  proven  to  be  an  effective  way  of  streamlining  the  processing  of 
medium-term  transactions  by  allowing  multiple  expon  sales  to  be  guaranteed  under  one 
set  of  documents.  CGFs  are  also  attractive  to  banks  because  they  allow  many  smaller 
transactions  to  be  "bundled"  and  potentially  securitized  in  the  capital  markets.  In  FY 
1992  alone.  Eximbank  authorized  S2.6  billion  through  CGFs. 

The  other  "mandate"  for  Eximbank  expressed  in  the  survey  responses  is  that  Eximbank's 
programs  and  policies  need  to  keep  pace  with  the  changing  international  financial  en\ironment. 
In  particular,  the  effons  of  developing  countr}'  governments  to  privatize  state  enterprises  and 
reduce  reliance  on  foreign  debt  means  that  fewer  and  fewer  sovereign  guarantees  of  Eximbank 
transactions  will  be  available.  One  way  in  which  Eximbank  is  accommodating  the  changing 
global  situation  is  by  refining  its  already  existing  program  for  limited  recourse  finance. 
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The  comparative  analysis  of  EGA  program  features  and  improving  long-term  uin'loss 
ratios  shows  Eximbank  to  be  ver)'  competitive,  especially  when  providing  "standard"  export 
credit  support  (the  large  majority  of  cases).  However,  Eximbank's  provision  of  "extraordinar>" 
support  (e.g..  tied  aid.  foreign  content,  local  cost)  and  country'  cover  policies  are  subject  to 
somewhat  tighter  parameters  in  comparison  with  other  EGAs. 

This  year's  survey  of  exporters  and  bankers  yielded  criticisms  of  Eximbank's  program 
parameters  in  the  following  areas: 

•  Gover  policies  (especially  for  short-term  transactions) 

•  Tied  aid  support 

•  Foreign  content  and  local  cost  support 

However,  for  the  second  consecutive  year,  concerns  about  Eximbank's  operations  and 
administration  (e.g.,  slow  processing  time)  topped  the  exporting  community's  list  of  concerns. 
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APPENDIX  1         PROGRESS     TOWARDS     REDUCING     GOVERNMENT- 
SUPPORTED  EXPORT  CREDIT  COMPETITION 


OECD  Arrangement  on  Export  Credits 

Since  its  establishment  in  the  mid-1970"s,  the  OECD  Arrangement  has  been  a  useful 
mechanism  for  reducing  predatory  competition.  This  competition  takes  the  form  of  government- 
provided  financing  subsidies  to  exporters  for  sales  or  leases  of  goods  and/or  services  with  a 
repayment  term  of  two  years  or  more.  Special  guidelmes  have  also  been  successfully  developed 
in  the  following  major  capital  goods  sectors:  aircraft,  ships,  nuclear  power  plants,  and  power 
plants  other  than  nuclear.  The  Arrangement  defines  the  terms  and  sets  the  parameters  of 
financing  offers  allowed  by  OECD  official  export  credit  agencies  in  areas  such  as  the  repayment 
term,  grace  period,  minimum  cash  payment,  interest  rates,  allowable  local  cost  financing,  and 
tied  aid  suppon. 

Since  the  early  1980's,  OECD  member  countries  have  engaged  in  a  series  of  negotiations 
resulting  in  a  gradual  reduction  of  the  financing  subsidies  allowed  under  these  rules.  In  addition, 
guidelines  have  evolved  to  deal  with  the  problem  created  by  governments  who  use  development 
aid  for  commercial  advantage  (i.e.,  the  tied  aid  credit  problem).  In  October  1991,  after  two 
years  of  negotiations,  a  new  agreement  was  reached  to  reduce:  (1)  the  scope  of  trade  disioning 
tied  aid  credits;  and  (2)  remaining  subsidies  in  standard  export  credits.  This  agreement  was 
implemented  on  February  15,  1992. 

The  1991  OECD  Agreement 

Tied  Aid  Credits 

Tied  aid  is  concessional  financing  linked  to  procurement  of  goods  and  services  from  the 
donor  country.  It  can  either  stand  alone  or  be  mixed  with  commercial  financing  or  standard 
official  expon  credits  (e.g..  mixed  credits).  The  availability  of  tied  aid  credits  puts  exponers 
from  countries  without  equivalent  access  to  such  concessional  financing  at  a  distinct  disadvantage 
in  bidding  on  projects. 

A  series  of  negotiations  in  the  1980's  focused  on  discouraging  tied  aid  by  making  it  more 
expensive  to  offer.  Unfortunately,  these  efforts  did  not  substantially  reduce  the  incidence  of  tied 
aid  used  by  foreign  governments  for  commercial  advantage.  The  1991  agreement,  however,  for 
the  first  time  set  up  rules  to  distinguish  the  types  of  projects  which  should  receive  market  rate 
financing  from  those  deserving  concessional  aid  financing. 

The  goal  of  the  new  rules  is  not  to  reduce  the  volume  of  aid,  whether  tied  or  untied,  but 
to  minimize  the  trade  distonions  that  can  arise  from  the  use  of  tied  aid  credits  by  directing  these 
credits  toward  projects  that  are  not  inherently  able  to  support  financing  on  market  related  terms. 
Thus,  projects  that  can  support  market  related  financing  are  reserved  for  commercial  competition 
using  private  financing  or  official  export  credits  on  standard  Arrangement  terms. 
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This  focus  reflects  recognition  of  deep-seated  views  in  other  developed  countries  that  the 
tying  of  aid  funds  to  national  capital  goods  exports  can  both  promote  development  directlv  and 
also  mcrease  suppon  in  legislatures  for  aid  budgets.  However,  the  future  work  program  m  the 
OECD  also  focuses  on  exploring  the  potential  for  aid  untymg.  mcluding  clarification  of  the 
definition  of  what  constitutes  untied  aid. 

The  new  rules  apply  to  all  tied  aid  credits  of  SDR  2  million  or  larger  with  a 
concessionality  level  below  80%.  The  new  agreement  exempts  the  very  poorest  countries 
(LLDCs)  from  the  new  disciplines  because  of  their  urgent  need  for  concessional  assistance, 
whether  tied  or  untied.  A  high  minimum  concessionality  level  -  507c  -  is  already  required 
when  providing  lied  aid  credits  to  LLDCs. 

The  first  basic  rule  of  the  new  agreement  is  that  wealthier  countries  will  no  longer  be 
eligible  for  tied  aid  credits.  The  new  rules  define  wealthier  countries  as  those  with  per  capita 
income  too  high  to  qualify  them  for  World  Bank  17-  and  20-year  loans.  The  agreement  includes 
an  automatic  provision  to  graduate  other  countries  from  eligibility  for  tied  aid  credits  as  their 
per  capita  incomes  grow.  In  1993,  the  cutoff  for  graduation  is  a  1991  annual  per  capita  income 
level  of  S2.555.  Agreement  was  reached  that  all  of  the  states  of  the  former  Soviet  Union  would 
fall  into  the  wealthy  country  category  until  accurate  per  capita  income  data  permitted  a  review 
of  their  stanis.    This  review  is  expected  to  be  completed  in  late  1993. 

The  second  key  rule  is  applicable  to  middle  income  developing  countries,  defined  as  those 
between  the  LLDCs  and  the  wealthier  countries.  The  rule  limits  tied  aid  credits  for  projects  that 
should,  with  market-oriented  pricing,  be  commercially  viable  and  therefore  able  to  be  financed 
on  commercial  terms.  Under  the  new  rule,  such  projects  will  not  normally  be  eligible  for  tied 
aid  credits.  unJess  financing  —  including  official  export  credits  -  is  not  available  on  market- 
related  terms. 

Limiting  tied  aid  for  projects  that  are  commercially  viable  is  an  attempt  to  replicate  the 
efficient  financing  patterns  of  market  economies.  Projects  that  are  inherently  productive  enough 
to  service  debt  on  market  terms  should  be  allocated  capital  on  market  terms,  thereby  saving 
scarce  concessional  assistance  for  projects  that  cannot  attract  and  support  such  financing.  The 
availability  of  aid  funds  should  not  "crowd  out"  commercial  financing.  With  strict  adherence, 
this  strategy  should  maximize  the  total  flow  of  capital  available  for  development  and  allocate  it 
more  efficiently. 

In  addition  to  the  new  rules,  the  agreement  instinited  a  comprehensive  reporting  and 
consultation  process  to  increase  the  transparency  of  aid  credit  offers  and  to  interpret  and  enforce 
the  rules.  All  offers  of  tied,  panially  untied,  and  untied  aid  must  be  notified  30  working  days 
before  the  earlier  of  the  bid  closing  date  or  the  financing  offer.  Any  Arrangement  panicipant 
may  then  challenge  a  notification  as  not  meeting  the  new  rules  and/or  not  being  effectively 
untied. 
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Such  a  challenge  initiates  a  consultation  procedure  that  involves  canvassing  all  Expon 
Credit  Arrangement  Panicipants  as  to  whether  tied  aid  credits  are  appropriate  for  the  project. 
The  procedure  can.  at  the  discretion  of  the  challenging  Panicipant.  include  a  face-to-face 
meeting.  If  there  is  not  "substantial  suppon"  for  the  use  of  tied  aid.  the  country-  uishmg  to  offer 
the  credit  is  asked  not  to  go  forward. 

During  1992,  the  consultation  process  was  used  to  reconcile  differing  views  regarding 
the  interpretation  of  commercial  viability  on  a  project-by-project  basis.  Meetings  were  held 
almost  monthly  during  which  over  40  individual  projects  were  discussed.  In  so  doing,  a  body 
of  "case  law"  is  being  developed  which  should  provide  ex  ante  guidance  to  aid  and  official 
expon  credit  agencies  on  the  types  of  projects  that  are  suitable  for  their  respective  financing 
roles.  Over  time,  the  new  rules  should  result,  not  in  an  overall  reduction  in  aid  offers,  but  in 
changes  m  the  types  of  projects  that  are  notified  under  the  new  agreement.  Preliminar}' 
indications  are  that  this  change  has  begun. 

Standard  Export  Credits 

The  agreement  also  reduced  most  of  the  remaining  subsidies  in  official  export  credits. 
Official  expon  credits  to  middle  income  countries  (Categorv'  II  countries  in  Arrangement  terms) 
are  restricted  to  market-related  interest  rates  (called  commercial  interest  reference  rates  or 
CIRRs.  which  van.'  by  currency)  rather  than  the  matrix  rates  established  in  the  Arrangement. 
The  latter,  which  are  based  on  an  average  of  government  bond  interest  rates  in  major  currencies, 
tend  to  be  below  market  rates  in  high  interest  rate  countries. 

Matrix  rates  were  earlier  eliminated  for  wealthier  (Category  I)  countries.  The  matrix 
rates  that  remain  available  for  the  relatively  poor  countries  (Category  III  countries)  have  been 
increased  b\  30  basis  points  to  further  reduce  subsidies  pending  conclusion  of  a  review  to  see 
whether  market- related  interest  rates  should  be  utilized  for  these  countries  also.  Further 
negotiations  in  1993  seek  to  further  reduce  or  eliminate  the  remaining  subsidies  to  categor>^  III 
countries. 

To  better  track  the  market.  CIRRs.  the  market-related  rate  used  for  official  expon 
credits,  may  now  be  more  closely  linked  to  the  yield  curve.  In  calculating  CIRRs,  countries 
may  now  use  three  different  bond  yields  that  varv'  depending  on  the  maturity  of  the  expon 
credit.  In  the  past,  the  yield  on  5-year  government  bonds  alone  was  used.  The  United  States, 
Canada  and  the  Netherlands  have  chosen  the  new  three-tier  interest  rate  methodology  for  their 
currencies. 

Central  and  Eastern  Europe 

In  parallel  with  the  tied  aid  credit  negotiations,  a  separate  agreement  to  keep  Central  and 
Eastern  European  countries  a  tied  aid  free  zone  was  adopted  in  the  form  of  an  agreement  in  June 
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of  1991  to  "tp.'  to  avoid  tied  aid  credits  other  than  outright  grants,  food  aid  and  humanitarian 
aid  into  Central  and  Eastern  Europe."  The  Ministerial  agreement  has  been  effective  and  was 
explicitly  recognized  in  the  October  1991  tied  aid  credit  agreement.  While  substantial  food  aid 
and  technical  assistance  grants  have  been  offered  over  the  last  few  years  to  help  these  countries 
in  their  transition  to  market  economies,  the  agreement  has  been  effective  in  avoidmg  the 
introduction  of  tied  aid  credits  into  these  countries. 

Berne  Union 

Eximbank  continues  to  panicipate  in  the  Berne  Union,  an  association  of  private  and 
government  export  credit  and  investment  insurers  which  was  founded  in  1934.  The  purpose  of 
the  Berne  Union  is  to  attain  international  acceptance  of  sound  principles  of  export  credit  and 
investment  insurance  and  to  establish  discipline  regarding  terms  of  credit  for  international  trade. 
The  Berne  Union  has  become  more  important  in  the  1990s  as  more  countries  grant  extended 
credit  terms  for  categories  of  goods  normally  sold  on  short  terms.  This  practice  has  been 
instituted  to  avoid  debt  reschedulings.  The  existence  of  such  facilities  in  cenain  developing 
countries  has  distoned  the  normal  pattern  of  competition.  In  fact,  it  increases  the  medium-term 
debt  burden  of  the  recipient  countries.  Consequently,  the  Berne  Union  is  working  to  eliminate 
such  practices. 

The  members  of  the  Berne  Union  meet  regularly  to  discuss  technical  matters  pertaining 
to  export  credit  insurance  and  to  exchange  information  on  specific  transactions  and  countries, 
generally  where  the  repayment  term  is  five  years  or  less.  Technical  studies  are  prepared  and 
workshops  are  held  to  discuss  in  detail  items  of  general  interest  to  the  members.  As  of  March, 
1993,  Berne  Union  membership  stood  at  41  entities  from  33  countries.  In  1992,  Berne  Union 
members  supponed  approximately  $380  billion  of  exports. 
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As  discussed  earlier  in  this  report,  foreign  content  support  is  the  most  common  type  of 
"extraordinan.'  support"  available  from  export  credit  agencies.  In  fact,  the  practice  of  providing 
foreign  content  suppon  is  becoming  a  normal  component  of  expon  credit  transactions. 

Although  the  level  of  U.S.  foreign  content  suppon  is  generally  competitive  with  other 
ECAs  (see  Table  1),  the  exponing  community  again  highlighted  the  policy  -  as  a  v^-hole  --  as 
an  uncompetitive  program  aspect.  This  reflects  the  fact  that  program  users  view  Eximbank"s 
somewhat  tighter  operating  parameters"  to  be  a  competitive  disadvantage.  These  parameters 
attempt  to  strike  a  balance  between  meeting  the  needs  of  the  exponing  community  and 
maximizing  the -U.S.  labor  content  in  Eximbank-supponed  products. 

Eximbank"s  current  foreign  content  policy  provides  for  suppon  of  up  to  85 /J  of  the  total 
contract  price  for  medium-  and  long-term  programs  (as  long  as  foreign  components  comprise 
no  more  than  15  9f  of  the  expon  value  of  each  "item  of  supply^"").  If  foreign  content  exceeds 
15'^  on  any  item  of  supply  or  in  aggregate,  the  cash  payment  is  increased  and  the  amount 
supponed  by  Eximbank  is  reduced  by  an  equivalent  amount.  This  policy  insures  that  the  U.S. 
Government  does  not  directly  finance  foreign  components. 

For  projects  which  involve  the  expon  of  a  number  of  items  from  the  United  States. 
Eximbank's  foreign  content  rules  apply  to  each  item  individually.  Eximbank  support  is  also 
available  for  the  U.S.  items  in  a  project  even  though  these  items  may  aggregate  less  than  50 
percent  of  the  total  cost  of  the  project. 

During  calendar  year  1992,  90  medium-  and  long-term  transactions  contained  foreign 
content,^'  as  outlined  in  Table  23.  The  expon  value  of  these  cases  totaled  S4.16  billion.  The 
S466  million  of  foreign  content  in  these  transactions  represented  10.5%  of  their  total  export 
value.  This  percentage  has  increased  gradually  over  the  last  few  years  (7.4%  in  1989,  8.5%  in 
1990,  9.2%"  in  1991  j.  In  1992,  Eximbank  foreign  content  suppon  resulted  in  a  S451  million 
increase  over  what  would  have  been  authorized  if  foreign  content  were  ineligible  for  Eximbank 
support. 


"    TTiese  parameters  include:  (1)  the  export  must  contain  a  minimum  of  50%  U.S.  content;  (2)  it  must  be 
shipped  from  the  U.S.;  and  (3)  all  foreign  content  must  be  incorporated  into  the  product  in  the  U.S. 

An  item-of-supply  refers  to  each  separate  product  under  the  contract.  However,  exceptions  are  made  for 
spare  pans  (which  are  treated  as  components  of  the  total  sale)  and  computer  systems  (treated  as  a  single 
item  of  supply,  rather  than  a  collection  of  devices).  In  addition,  medium-term  transactions  are  exempt  from 
this  rule. 
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Excluding  credit  guarantee  facilities,  for  which  estimates  of  foreign  content  are  no  longer  made. 
Revised  -  see  footnote  21. 


124 


■**  Appendix  2 


The  percentage  of  foreign  content  in  these  90  cases  ranged  between  0.97<  to  34.5^. 
Foreign  content  exceeded  IS'Fc  in  17  of  these  cases  and  for  all  17.  the  cash  payment  was 
increased  to  equal  the  amount  of  foreign  content  and  Eximbank  financed  the  entire  U.S.  ponion. 
The  high  number  of  cases  exceeding  15^  foreign  content  in  1992  (compared  with  only  3  in 
1991)  suggests  that  the  demand  for  this  support  is  increasing. 


125 


Appendix  2 


45 


Table  23 

Details  of  Eximbank  Foreign  Content  Support.  1992 
(Medium-  and  Long-Term  Transactions) * 


Export 

Foreign 

Percent 

Amount*" 

Amount"'* 

Country 

'   Product 

Value 

Content 

Foreign 

Authorized 

Increase 

ALGERIA 

»  WHEEL  LOADERS  &  SPARE  PARTS 

742.5O0 

55638 

7.S 

631.125 

47.334 

ALGERIA 

OIL  DRILLING  EQUIP 

V43S0O0 

lOOOOO 

e.« 

1,184,245 

4«.095 

ALGERIA 

6  OFF  HIGHWAY  TRUCKS 

3M5312 

92,000 

2.e 

2  766  673 

0 

ALGERIA 

i    COMPUTER  EQUIPMENT 

4.623.801 

675,075 

14.6 

4,089405 

732.888 

ALGERIA 

MICROWAVE  RADIO  EQUIP, 

18  881.345 

200,000 

^Jt 

14.834,144 

6S5.001 

ALGERIA 

j     ENGINEERING  SERVICES 

50.000.000 

7.500,000 

15.0 

44,629,000 

8.704.000 

ALGERIA 

!     LNG  PLANT  EQUIP. 

182.252.000 

27.097  000 

14.9 

163  403  498 

31.521.748 

ALGERIA 

i     ENGINEERING  SERVICES 

228.000.000 

34.200.000 

1S.0 

204,420,240 

39.880.240 

ARGENTINA  •••• 

i     TEST  4  MEASUREMENT  EQUIP 

665.547 

115.547 

17.4 

467,500 

0 

ARGENTINA  •■•• 

PRESS  SYSTEM 

4.200.000 

840.000 

20.0 

3.360.000 

504.000 

ARGENTINA 

OFFSET  PRESS 

5.399.031 

675.000 

12.6 

2.839  463 

0 

ARGENTINA  *••• 

COMPUTERS 

12.813.000 

2.813.000 

22.0 

10  414  000 

1.914.000 

ARGENTINA  ■■•• 

{     COMBUSTION  TURBINES 

29.750.000 

7.400.000 

24.0 

22.350.000 

3.352.500 

ARGENTINA 

7  LARGE  COMMERCIAL  AIRCRAFT 

213.529.412 

31.860.000 

14.9 

185.130.000 

30.711.000 

AUSTRALIA 

5  LARGE  COMMERCIAL  AIRCRAFT 

150.720.479 

20.800.000 

13.B 

130.674.655 

20.242,248 

AUSTRIA 

2  LARGE  COMMERCIAL  AIRCRAFT 

108.631.000 

11.523  417 

10.« 

92.336.350 

8.794.804 

BARBADOS 

PASSENGER  ELEVATORS 

300.000 

25.200 

»A 

263.619 

30.039 

BELIZE 

ELECTRICAL  MACHINERY 

3992.565 

199.629 

5.0 

3.393.680 

ies.684 

BRAZIL 

LABORATORY  EQUIP. 

233.111 

33.725 

14.5 

198.144 

Z8.666 

BRAZIL 

COMPUTER  EQUIP. 

632.489 

55.981 

8.S 

537.616 

47.5*4 

BRAZIL 

COMPUTER  EQUIP. 

654.905 

38  443 

5.9 

556.669 

32.676 

BRAZIL 

COMPUTER  EQUIP. 

1,119.974 

112.000 

10.0 

951.977 

95.189 

BRAZIL 

2  BOLTMAKEH  SYSTEMS 

1.471.265 

58.851 

4.0 

1.105.450 

0 

BRAZIL 

COMPUTERIZED  CONTROL  EQUIP. 

1.645.341 

446.000 

27.1 

1.189.341 

178,901 

BRAZIL 

COMPUTER  EQUIP. 

2.S4S.302 

231.549 

«.7 

2.251.807 

lflB.817; 

BRAZIL 

TELECOMMUNICATIONS  EQUIP. 

3.553.721 

S49.876 

1S.S 

3.128.204 

574,836 

BRAZIL 

1  SMALL  AIRCRAFT 

4.944.232 

726,667 

!4.7 

3.744.817 

169,887 

BRAZIL"" 

1  LARGE  COMMERCIAL  AIRCRAFT 

206.127.814 

38.902.247 

ir.« 

172.610.078 

28.758.346 

CAMEROON 

300  TRUCKS 

24.433.450 

2.087.828 

S.5 

22.083.074 

3.088.285 

CAMEROON  "" 

MOTOR  GRADERS 

53.423.676 

8.773.725 

16.4 

44.649.951 

6.687.483 

CHINA 

COMPUTER  SOFTWARE 

2.877.420 

74.200 

2.8 

2.229.432 

1 6,695  ■ 

CHINA 

ENGINEERING  SERVICES  &  EQUIP. 

7.773.000 

388.650 

5.0 

6.731.263 

4S4.S8«: 

CHINA"" 

AIR  NAVIGATION  EQUIP 

7.999.415 

1.336.941 

ie.7 

6.825.039 

1.161,836 

CHINA 

TURBINE  COMPRESSOR 

20.000.000 

1.400.000 

7.0 

17.414.800 

1,604,800 

CHINA 

ENGINEERING  SERVICES 

23.675.000 

220.000 

O.fl 

20.614.770 

«7«.020 

CHINA 

ENGINEERING  SERVICES 

29.995.000 

Z.000,000 

6.7 

26.117.846 

2.322.086 

CHINA 

1  LARGE  COMMERCIAL  AIRCRAFT 

97.369.457 

14.563,606 

15.0 

84.379.891 

13.084,818 

CHINA 

1  LARGE  COMMERCIAL  AIRCRAFT 

110.295.192 

17.665,940 

10.0 

94.481.837 

15,746.873 

CHINA  "" 

1  LARGE  COMMERCIAL  AIRCRAFT 

111.008.148 

17.925,355 

16.1 

94.844.449 

15,824,075 

COLOMBIA 

SATELLITE  COMMUNICATION  SYSTEM 

4.717.485 

414.200 

8.8 

4.147.801 

480.009 

COLOMBIA 

TURBINE  GENERATOR  SET  &  SPARES 

19.961.000 

1.940,700 

8.7 

17,433.438 

2.116.183 

COLOMBIA 

TURBINE  GENERATOR  SET  &  SPARES 

19.969.000 

1.940.700 

8  7 

17.440.425 

2,116,370 

COLOMBIA 

TURBINE  GENERATOR  SET 

20.146.000 

1.678.400 

8.3 

17.595.013 

1,887,553 

CZECH  REPUBLIC 

1  AERIAL  LADDER  FIRE  TRUCK 

731,400 

107.459 

14.7 

636  476 

108.128 

CZECH  REPUBLIC 

EARTH  STATION  SATELLITE  EQUIP. 

6.568,889 

1.239.976 

18.9 

5,472.794 

943.218 

CZECH  REPUBLIC 

COMPUTERS 

8.758.928 

754.254 

8.6 

7.240.349 

436.376 

CZECH  REPUBLIC 

MACHINERY  &  ENGINEERING 

18.235.000 

1.025,000 

S.6 

15.918.243 

1,289.743 

CZECH  REPUBLIC 

lOTURBOFAN  ENGINES 

141.450.000 

17.200.000 

12i 

122.637  160 

17.024,650 

46 
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Table  23 
(continued) 


Appendix  2 


, 

Export 

Foreign 

Percent 

Amount* 

Amount"  * 

Country 

Product 

Value 

Content 

Foreign 

Authorized 

Increase 

EL  SALVADOR 

COMBUSTION  TURBINE  GENERATORS 

22.577.203 

2083992 

8.2 

20.405.388 

2,086.160 

EL  SALVADOR 

POWER  GENERATORS 

24.822.400 

2.000,000 

«.i 

21.099  040 

1.700.000 

GUATEMALA 

CEMENT  MIXER  TRUCKS 

»32,720 

16000 

i.« 

751,626 

57,414 

INDIA 

CENTRIFUGE 

e82>«0 

25000 

iS 

833  000 

19,261 

INDIA 

4  LARGE  COMMERCIAL  AIRCRAFT 

e82.087.000 

37,000  000 

S.3 

600  039  429 

43.3)5.478 

INDONESIA 

COMBUSTION  TURBINE  GENERATORS 

77.036.797 

5.780  000 

y£ 

67,877,892 

7.309,616 

ISRAEL 

COMBUSTION  TURBINE  GENERATORS 

87.527,480 

7.883  86« 

«« 

76,808.865 

8.841,783 

MEXICO 

CRUSHING  PLANTS  i  CONVEYORS 

1  659  880 

196  800 

11.9 

1,410.728 

167.280 

MEXICO"" 

1  SMALL  AIRCRAFT 

4  seo.009 

726  666 

15^ 

4  049  160 

780,818 

MEXICO"" 

1  SMALL  AIRCRAFT 

4.765.088 

726666 

IS  J 

4.177.344 

744  ,«5 

MEXICO 

CONSTRUCTION  EQUIP. 

8.787.468 

439.373 

5.0 

7,629,931 

534.050 

MEXICO 

CONSTRUCTION  EQUIP 

8.222.172 

461  109 

S.O 

8,084  463 

647,558 

MEXICO 

COLD  BOX  HEAT  EXCHANGERS 

12.912.176 

277,200 

2.1 

11.337.018 

587,281 

MEXICO 

1  SMALL  AIRCRAFT 

21.850.000 

4,370,000 

20.0 

18.021.880 

3,1S3,BS0 

MEXICO 

COMMUNICATIONS  EQUIP 

24.081.928 

1,000.000 

42 

21.368  256 

1.748,917 

MOROCCO 

4  LARGE  COMMERCIAL  AIRCRAFT 

131.611.000 

18.425.540 

14.0 

114,106.737 

i7.889.oee 

NIGERIA 

DUCTILE  IRON  PIPE 

8.516.643 

841.709 

B« 

7697.385 

1.173.«81 

NIGERIA 

CONSTRUCTION  EQUIP 

11.120.000 

1,120.000 

10.1 

10.050,312 

1.K0J12 

NIGERIA 

ASBESTOS  CEMENT  PIPE 

11,270  000 

1.470,000 

13.0 

10  185883 

1.855,883 

NIGERIA 

CONSTRUCTION  EQUIP, 

11.270.000 

1.470.000 

13.0 

10,185882 

1.855,882 

NIGERIA 

SCRAPERS 

11.764.705 

1.023.530 

8,7 

10632,999 

1,503.000 

NORWAY 

2  LARGE  COMMERCIAL  AIRCRAFT 

48.800.000 

7.320,000 

ISO 

42.308.600 

7,051.600 

OMAN  "" 

2  SMALL  AIRCRAFT 

52  982000 

16,424  420 

Sl.O 

37.244.862 

e, 170,918 

PAKISTAN 

1  LARGE  COMMERCIAL  AIRCRAFT 

34.498.500 

4,200.000 

12,2 

29.323.726 

3,570,001 

PHILIPPINES 

ELECTRICAL  SWITCH  GEAR 

40.392.473 

1.211.774 

3,0 

36.215,083 

2.911. 488 

PHILIPPINES 

CELLULAR  SYSTEM  RADIO  EQUIP 

75.000  000 

5.3O0.0OO 

7.1 

63.750.000 

4.505.000 

POLAND 

MEAT  PROCESSING  EQUIP 

6.761.653 

293.796 

4  J 

6.038.224 

640.546 

POLAND 

TIRE  MANUFACTURING  EQUIP. 

9.240.112 

176.175 

1.« 

8.251.512 

547.166 

POLAND 

1  LARGE  COMMERCIAL  AIRCRAFT 

283.813.000 

40.173.400 

14i 

246.065.871 

38.872.211 

THAILAND 

PLATE  MILL  MACHINERY 

44.240.000 

240.000 

0,6 

38.450.090 

1.050.090- 

THAILAND 

ENGINEERING  SERVICES 

62.605.000 

1.800,000 

2.« 

53.214.250 

1.S30.00C 

THAILAND 

ENGINEERING  SERVICES 

67.0B0.731 

4.905000 

7J 

57.027.121 

4,169.260 

THAILAND 

SATELLffE  ROCKETS 

99.450.000 

5.000.000 

5,0 

39.000,000 

0 

TRINIDAD/TOBAGO 

CONSTRUCTION  EQUIP. 

1.473.900 

109.000 

7.4 

1.286.641 

128,476 

TUNISIA 

TOWERS.  SHELTERS 

12.700.000 

450.000 

3,5 

7.898.892 

0 

TUNISIA 

2  LARGE  COMMERCIAL  AIRCRAFT 

68.956.150 

10.343422 

15,0 

58  784.983 

8,804,164 

TURKEY 

CABLE  REPEATERS 

13.965.297 

100.000 

0.7 

11.870.502 

85.000 

URUGUAY  "" 

MICRO  SYSTEM 

679  468 

234.200 

34i 

465.305 

»e.«27 

URUGUAY 

CONSTRUCTION  EQUIP 

7.822.592 

762.830 

«,» 

6.786.842 

7Be.044 

VENEZUELA 

4  INDUSTRIAL  TRUCKS 

1.185.024 

11.850 

1.0 

965.024 

0 

VENEZUELA 

OIL  &  GAS  FIELD  MACHINERY 

74.260.000 

1.550.000 

2.1 

65.570.095 

3.7B8.59S 

ZIMBABWE 

MINING  EQUIP 

4,000.000 

360  000 

8,0 

3.540.760 

446.780 

Totals: 

90  Cases 

4  1S8. 877.315 

466,167,147 

103% 

3.544.480  481 

450.964,788 

Excluding  credit  guarantee  lacilltles 

Excluding  financed  exposure  lees 

Increase  in  the  amount  ol  support  available  lor  the  U.S.  portion  ol  the  contract  due  to  loreign  content  support 

When  foreign  content  exceeded  15%.  the  buyer  made  a  higher  cash  payment,  equal  to  the  amount  ol  loreign  content 
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APPENDIX  3         HUMAN     RIGHTS     AND     OTHER     FOREIGN      POLICY 
CONSIDERATIONS 


During  CY  1992.  Eximhank  continued  lo  follow  the  standard  procedures  established  in 
prior  years  for  examining  human  rights  in  countries  where  the  Bank  is  considering  the  provision 
of  medium-  or  long-term  support.  These  procedures  examme  both  the  general  status  of  human 
rights  and  the  effect  of  exports  on  human  rights  in  each  countr\-. 

Eximbank  has  developed  procedures  with  the  State  Depanment,  panicularly  with  the 
Bureau  of  Human  Rights  and  Humanitarian  Affairs,  to  ensure  a  smooth  flow  of  information  to 
Eximbank  regarding  human  rights.  Transactions  authorized  by  Eximbank  are  generally  subiect 
to  State  Department  review.  A  specific  human  rights  review  is  conducted  by  the  State 
Department  for  any  transaction  over  SlO  million  which  may  give  rise  to  significant  human  rights 
concerns.  In  addition,  when  appropriate.  Eximbank  country  economists  coordinate  human  rights 
considerations  with  the  State  Depanment,  including  the  Bureau  of  Human  Rights  and 
Humanitarian  .Affairs. 

Since  the  passage  of  the  1978  amendments  to  the  Export-Import  Bank  Act  of  1945. 
Eximbank  can  deny  its  financing  for  human  rights  reasons  only  if  the  President  determines  that 
such  a  denial  would  be  in  the  national  interest.  Subsequently.  Executive  Order  12166  delegated 
the  President's  authority  in  this  regard  to  the  Secretary  of  State. 

The  1978  amendments  also  prohibited  Eximbank  from  providing  financing  in  support  of 
U.S.  expons  to: 

a)  South  Africa  that  would  enable  the  Government  of  South  Africa  to  support 
apartheid; 

b)  public  buyers  in  South  Africa,  unless  the  President  determines  that  significant 
progress  has  been  made  toward  the  elimination  of  apartheid;  and 

c)  private  buyers  in  South  Africa,  unless  the  Assistant  Secretary  of  State  certifies 
that  a  buyer  has  endorsed  and  has  proceeded  to  adopt  certain  fair  employment 
principles. 

To  date,  several  completed  questionnaires  have  been  submitted  by  South  African 
companies.  Although  six  private  companies  have  been  certified  through  this  process,  Eximbank 
has  provided  financing  support  to  only  one  of  these  companies  under  the  short-term  insurance 
program  and  made  one  offer  of  support  to  a  second  company  under  the  guarantee  program. 

Finalh  .  Section  204  of  the  Comprehensive  Anti-Apartheid  Act  of  1986  (enacted  on 
October  2,  1986)  eliminates  the  cenification  requirement  for  business  enterprises  which  are 
majority-owned  by  South  African  blacks  or  other  non-white  South  Africans.  This  section  also 
directs  Eximbank  to  take  active  steps  to  encourage  the  use  of  its  financing  by  such  enterprises. 
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APPENDIX  4        EQUAL  ACCESS  FOR  U.S.  INSURANCE  COMPANIES 


Pursuant  to  the  Export  Enhancement  Act  of  1992.  Eximbank  is  required  to  report  in  the 
annual  Competitiveness  Repon  those  long-term  transactions  approved  by  Exmibank  for  which 
an  opponunity  to  compete  was  not  available  to  U.S    insurance  companies. 

Procedures  are  currently  being  developed  m  consultation  with  the  Commerce  Depanmeni 
and  ihe  United  States  Trade  Representative  to  identify  the  incidence  of  unequal  access 
encountered  by  U.S.  insurance  companies  with  respect  to  long-term  transactions  supported  by 
Eximbank.  Sub.sequent  editions  of  the  Competitiveness  Report  will  include  information  on  any 
long-term  transaction  approved  by  Eximbank  for  which  US  insurance  companies  were  not 
given  the  opponunity  to  compete. 
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APPENDIX  5         TRADE  PROMOTION  COORDINATING  COMMITTEE 


Pursuant  to  the  Export  Enhancement  Act  of  1992.  Eximbank  is  required  to  provide  a 
description  of  us  role  in  the  implementation  of  the  strategic  plan  prepared  b\  the  Trade 
Promotion  Coordmatmg  Committee  ("TPCC")  in  us  annual  Competitiveness  Report. 

The  TPCC  is  a  permanent,  statutorily  established  interagency  committee  chaired  by  the 
Secretary  of  Commerce  and  includes  representation  from  12  core  trade-related  agencies:  the 
U.S.  Depanments  of  Commerce,  State,  Treasury,  Agriculture.  Energy.  Transponation,  the 
Small  Business  Administration,  the  Agency  for  International  Development,  the  Trade  and 
Development  Agency,  the  U.S.  Trade  Representative,  the  Export-Impon  Bank  of  the  U.S..  and 
the  Overseas  Private  Investment  Corporation.  At  the  discretion  of  the  Secretary  of  Commerce, 
other  agencies  may  be  included  as  necessary. 

The  TPCC's  primary  mandate  is  to  provide  a  unifying  framework  to  coordinate  export 
promotion  and  export  financing  activities  of  the  United  States  government  and  to  de\elop  a 
government-wide  strategic  plan  for  carrying  out  federal  export  promotion  and  financing 
programs.  In  this  regard,  the  TPCC  is  currently  developing  its  first  strategic  plan  that  will 
outline  the  trade  promotion  and  financing  priorities,  supponing  rationales,  and  implementation 
plan  that  will  be  submitted  to  Congress  no  later  than  September  30,  1993,  and  annually 
thereafter.  Eximbank  is  actively  panicipating  in  the  formulation  of  the  strategic  plan  focusing 
on  the  development  of  a  strategic  framework  and  supponing  initiatives  to  address  market  and 
government  deficiencies  that  inhibit  U.S.  expon  growth. 
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